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AVIATION COMPETrnON Ea^IHANCEMENT ACT 
OF 1997 



TUESDAY. OCTOBER 28, 1997 

U.S. Senate, 
Committee on Commerce, Scienge, and Transportation, 

Washington, DC. 
The committee met, pursuant to notice, at 2:30 p.m. in room SR^ 
253, Russell Senate Omce Building, Hon. John McCain (chairman 
of the committee) presiding. 

Staff members assigned to this hearing: Ann Hodges, senior 
counsel; Michael Reynolds, counsel; and Samuel E. Whitehom, 
Democratic senior counsel. 

OTATEMENT OF HON. JOHN McCAIN, U.S. SENATOR 
FROM ARIZONA 

The Chairman. This hearing will begin. I want to thank every- 
one for their participation as well as thank you in advance for your 
patience. This may be a long hearing, given the number of wit- 
nesses. 

Earlier today on the Senate floor I introduced the Aviation Com- 
petition Advancement Act of 1997. This proposal is a modest pro- 
posal designed to loosen some of the anticompetitive Federal re- 
strictions on our domestic aviation system. These restrictions — ^re- 
strictions such as slot controls and perimeter rule at national air- 
port—are barriers to competition in a deregulated environment. 

I will touch on the key components of the legislation. It provides 
a method to free up a limited number of slots at the four high-den- 
sity airports— Chicago, Kennedy, National, and LaGuardia — for 
auction among the new entrant and limited incumbent carriers. 
First, however, the sector is required to develop all possible options 
to create new slots at these airports, imd hence additional capacity 
in order to meet the demand for new services there. 

The bill mandates the Secretary of Transportation to make lim- 
ited competition-enhancing exemptions to the perimeter rule at Na- 
tional Airport, The legislation establishes a timeframe for the De- 
partment of Transportation to meet in response to, and not nec- 
essarily resolve, any complaints about predatory behavior that are 
already being filed with the Department. 

Most of you know, perhaps all too well, that I prefer to get rid 
of the perimeter rule as well as slot restrictions in a manner con- 
sistent with aviation safety. My efforts to do so over the past dec- 
ade have been singularly unsuccessful. This bill contains signifi- 
cantly more limited proposals in an attempt tn respect opponents' 
concerns. 

(1) 
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Please remember, as we discuss these issues, I have concerns, 
too. I dare say that I am not alone. These concerns are legitimate, 
and they are worthy of a productive debate. 

On that Doint, I would like to mention that I received a letter 
from the Citizens Association of Georgetown, who in their letter 

ContinuBoce of the slot system, i.f., the limitation of jet aircraft operatioDS for 
takeoff and landinf[ is a crucial factor in curbing aircraft-generated noiae. Your sup- 
port of this limitation on National's aircraft operation is very much appreciated. 

'Rie introductioii of newer, quieter aircralt has already caused a significant reduc- 
tion of noise at National and nei^boring skies. This situation you mention will fur- 
ther improve as older, noisier ainiraft are retired. The replacement of ahorter-rao^ 
commuter type aircraft by these new, less noi^ aircraft as the perimeter rule is 
modifled will further ease the noise problem. 

Hw reiteration of Georgetown views on National-based aircraft is timely and aig- 
nificant. 

The bill before us today has been circulating for several weeks. 
It was discussed extensively for weeks before that. The bill has 
been modified slightly compared to the original drEift, version. 

As House Aviation Subcommittee chairma immy Duncan an- 
nounced yesterday, we have been working together on our pro- 
eosals. He introduced his bill, as well. Senator Gorton and I have 
sen working together, too. I heartily commend Senator Gorton's 
interest and, of course, my old friend Senator Ford, who has la- 
bored 80 hard and so long on behalf of all aviation issues. I know 
we are going to hear from my dear friends and colleagues from Vir- 
ginia as well as Congresswoman Slaughter. 

We have Department of Transportation studies and GAO studies 
that indicate that the perimeter rule and slot control at airports 
cost the consumer, cost the average passengers, whether they live 
in Virginia or whether they live in Arizona. Unless my friends and 
colleagues can refute the fact that this is a penalty to the airline 
passengers and consumers of America, then I will be hard-pressed 
to accept their arguments that nothing should be done at National 
Airport, Kennedy, and LaGuardia, and O'Hare Airports because it 
is clear from study after study after study that the perimeter rule 
and slot control cost the consumer, the traveling American, to the 
benefit of incumbent airlines which, as we all know, are doing rath- 
er well. 

So with that I would like to turn to Senator Hollings to ask if 
he has any opening remarks. 

[The prepared statement of Senator McCain follows:] 

Prepabed Statement of Hon. John McCain, US. Sknator Proh Akizona 



Earlier today on the Senate floor I introduced the Aviation Competition Enhance- 
ment Act of 1997. This proposal is a modest proposal, designed to loosen some of 
the anti-competitive federal restrictions on our dranestic aviation system. These re- 
strictions—restrictions such as slot controls, and the iierimeter rule at National Air- 
port — are barriers to competition in a deregulated environment. 

I will touch on the key components of the legislation. 

• The bill provides a method to free up a Umited number of sbts at the four hi^ 
density airports — Chicago, Kennedy, National and LaGuardia — for auction among 
the new entrant and Umited incumbent carriers. First, however, the Secretary is re- 
quired to develop all possible options to creat« new slots at these airports, and hence 
additional capacity, in order to meet the demand for new services theic. 
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• The bill mandatea that the Secretary of TnuuDortation make limited, competi- 
tion-enhanciog exemptiona to the perimeter rule at National Airport. 

The tegialauon establiahea a time frame for llie Department of Transportation 
(DOT) to meet in responding to — not neoeBaarily resolving — complainta about preda- 
te^ behavior that are already being filed witii uie Department. 

Moat of you know, perhaps all t<» well, that I would prefer to ^t rid of die perim- 
eter rule, aa well as slot restrictions, in a manner consistent with aviation safety. 
My efforti to do bo over the past decade have been thraahed. TUs bill contains aig- 
niucantly more limited proposala, in an attempt to respect opponents' concema. 
Please remember, as we oiscuss these issues today, 1 have concema, too. I dare aay 
that I am not alone. These concerns are legitimate, and they are worthy of a produc- 
tive debate. 

On thatpoint, 1 would like to introduce into the record a letter I recently received 
from the Citizena Aaaodation of Georjcetown. I must say, this appears to be the first 
of the so called noise groups in Waahington to acknowledge publicly that my legisla- 
tion would not increaae noiae at National, principally due to the independent limita- 
tions on the number of takeofb and landings at the airport. 

Furthermore, the letter goes on to state that, and I quote, "the introduction of 
newer, quieter aircraft has already caused a Bignificant reduction of noise at Na- 
tional and in nei^boring sides. This situation, as you mention, will fiirther improve 
as older, noisier aircraft are retired. The replacement of shorter range commuter- 
^pe aiicraft by these new, less noisy aircraft, as tht perimeter rule is modified, will 
further ease ttw noise problem (italics added). 

The bill before us tod^ has been drculating for several weeks. It wan discussed 
extenaivefy for weeks b^ore that. The bill that I introduced has been modified 
sli^tly compared to the ori^nal draft version, to reflect many of the comments and 
suggestions I received during that time. 

As House Aviation Subcommittee Chairman Jimmy Duncan and I announced yes- 
terday, we have been working together on our proposaJs. He introduced his bill thia 
mommg, as well. Senator Gorton and I have been working together, too. I heartily 
commend his interest and initiative in this area. Many membera on the committee 

L — 1 . ,_ J--'ing yritji doB ""■' -■--■-- -- — '■■-■- '■--'- 

leaa today. 

The Citizens Association op Geobgetown, 

Washington, DC. October 9, 1997. 
Hon. JOHK McCain, 
U.S. Senate. 

Russell Senate Office Building, 
Washington, DC. 

Dear Senator McCain: Continuance of the "slot* system at Washington National 
Airport, i.e. the limitation of Jet aircraft operation to 37 take-offs ana landings per 
hour, is a crucial factor in cuning aircraft-generated noise. Your support for the in- 
tegrity of this limitation on National's aircraft operations is very much appreciated 
by the Citizena Aasociatioa of Georgetown. Efforts to weaken or even to [£acard the 
"slot* system have been made in previous years and may even resurface. 

The introduction of newer, quieter aim-aft has alreat^ caused a significant reduc- 
tion of noise at National and in nei^boring akies. This situation, as you mention, 
will further improve as older, noisier aircraft are retired. The replacement of shorter 
range commuter-t^ie aircraft by these new, less noisy aircraft, as the perimeter rule 
is modified, will further eaae tKe noise problem. 

A reitorsiion of Georgetown views on National-baaed aircraft ia timely and aignifi- 
cant. Thia iaaue is constantly uppermost in the thou^ts of Georgetowners. 
Sincerely, 

Richard G. Brown, 
Chairman, Airports & Utilities Committee. 

Senator HOLLINGS. I would yield to Senator Ford. 
The Chairhan. Senator Ford. 

STATEMENT OF HON. WENDELL H. FORD. V.8. SENATOR 
FROM KENTUCKY 

Senator Ford. Thank you, Mr. Chairman. 

Over the years I have had a good working relationship with the 
chairman on aviation matters, and we have worked hard on a good 
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many issues. As he knows, aviation safety and competition issues 
tend not to be partisan. The debate usually is over legitimate policy 
concerns or competing constituent interests. 

Regrettably, I cannot support the bill before us today. At a min- 
imum, even if this bill does get reported by the committee, I expect 
that it will be subject to a slow track offered by other Members. 
Even as a starting point for negotiating a reasonable compromise, 
the bill leaves little room. 

If the goal is to get new entrant carriers into LaGuardia, Ken- 
nedy, or O'Hare, we have done that, find we did that with the 
chairman in 1994. Under this bill, for example, there are 171 slots 
that would be eligible for withdrawal and auction at LaGuardia. A 
total of 10 percent, or 17 slots, would be taken in the first lotteiy. 

DOT on Friday gave out 21 slots without taking from anyone 
under authority we gave them. DOT even gave out slots for a num- 
ber of smalt communities to provide service to Chicago. 

There also seems to be an assumption under the bill that the car- 
riers at these aiiports have violated the competition laws. There- 
fore, under the bill. Congress must force divestiture. I do not like 
hi^ ffires, but divestiture is a harsh and seldom-used remedy. 

There is also another misconception about slots that a number of 
the witnesses wilt talk about. If an air carrier holds a slot at noon, 
for example, it gives the carrier the right to take ofT or land at 
noon. It is like a parking spot in a garage. I can park the car I 
want in my slot. The parking slot is not designated for a Toyota 
made in I^ntucky, by the way. It is a slot that I can use for the 
car I am driving that day. Slots are no different. 

However, the bill assumes that each slot is used for a specific 
fiight or market. That is not the case, and I think GAG needs to 
understand that Unfortunately, if we take any slots from the in- 
cumbent carriers, you vrill harm service to those most in need of 
connections — small and medium-sized communities^-despite lan- 
guage to the contrary in this bill. 

In a perfect world, any carrier could serve the slot-controlled air- 
ports, but that is not the case. There are a limited number of slots, 
and everyone knows that We alt want service to these airports. 
There exists a process to gain access. DOT has provided the oppor- 
tunity for new service, however, helping business travelers in At- 
lanta, Denver, New York, Orlando, and Colorado Springs at the ex- 
pense of small communities, someUiing I cannot support. 

The real concern is service to small communities and access to 
the entire system. We have communities without access to Cin- 
cinnati, Denver, and other essential facilities. We have small com- 
munities that are dependent on air service to bring in new business 
and survive. Right now at LaGuardia and National most of the 
communities served are considered small communities. 

Taking away service from small communities in Maine or West 
Virginia or Tennessee or Kentucky to give business travelers in At- 
lanta more access to National or to LaGuardia is not a viable policy 
of choice. 

Efficiency is not alwEQ'S the best thing when scarce resources are 
at issue, particularly for small communities. 
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So, Mr. Chairman, I regret that you and I must cross paths on 
this one, but I am sure that we will be able to work out something 
that will support medium and small communities. 

I thank you, sir. 

The Chairman. Thank you. 

Senator Gorton. 

STATEMENT OF HON. SLADE GORTON, UJS. SENATOR 
FROM WASHINGTON 

Senator Gorton. Mr. Chairman, I am convinced the information 
we are going to receive frvm our very distinguished witnesses today 
is going to he helpful and instructive, and will build on the hearing 
that I en aired in May. 

I am totally committed to airline competition. Since deregulation, 
airline fares nave fallen and service options have clearly increased, 
on average, across the United States. M^or airlines deserve credit 
for responding well to competitive challenges. In addition, many of 
the benefits of deregulation can be attributed to the low cost and 
low fare airlines that have increased competition and enabled far 
more people to fly than ever did before, ^r traffic has grown and 
will continue to grow steadily over the foreseeable future. 

As you indicated, Mr. Chairman, this bill would loosen certain of 
the remaining Federal regulatory restrictions to competition. These 
restrictions, like slot controls and the perimeter rule at National 
Airport, have limited the benefits of airline deregulation. I look for- 
ward to hearing what our witnesses have to say about them. 

I understand fiiUy that changing the status quo by easing exist- 
ing regulatory barriers is difficult. Airlines and airports, commu- 
nities and consumers have all grown accustomed to these barriers. 
Nevertheless, we should not limit our consideration and our imagi- 
nation about reasonable alternatives tiiat would improve competi- 
tion. 

In fact, if anything, Mr. Chairman, I believe we ought to be ex- 
amining other areas in which we could increase the opportunity for 
competition, try to remove monopolies or near monopohes at cer- 
tain major airports in the United States, and see to it that the peo- 
ple of tnis country get the benefits of that competition. Any kind 
of predatoiy behavior deserves a response from the Department of 
Transportation. 

Again, Senator McCfiin, thank you for holding the hearing, but 
the hearing is only a way station on the path of seeing to it Uiat 
air service is better, less expensive, more available, and more con- 
venient to the people of the United States. 

rrhe prepared statement of Senator Gordon follows:] 

Prepared Statement of Hon. Slade Gorton, UjS. Senator From Washington 
I would tike to thank Senator McCain for holding this hearing to consider ttie 
Aviation Competition Enhancement Act of 1997 that he introduced eariier todaiy. I 
would also thadi our dlBtdnguished group of witnesses for joining us. The informa- 
Uon presented today should prove instructive, and will build upon the information 
that was provided on this issue at an Aviation Subcommittee hearing that I chaired 
last May. 

The benefits of airline competition are clear. Since deregulation, airline fares have 
fallen, and service options have increased on average across all communities. Ihe 
mnjor airlines deserve credit for respom^ng well to competitive challenges. In addi- 
tion, many of the benents of deregulation can be attributed to the low Tare airlines 
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that increased competitioii, and eaabkd more people to tty than ever betbre. Air 
bafilc has grown aa a remit, and will continue to gttiw steadily over the next sev- 
eral years. 

As Senator McCain indicated, the bill would loosen certain remaining federal reg- 
ulatory leatrictionH tji competition. These leBtrictiona. slot controla and the perim- 
eter rule at National Airport, have limited the benefits of airline deregulation. I look 
forward to hearing the witnesses' insists on the legislation. 

I underatand that changing the status quo by easing existing regulatory barriers 
is diTRirult. Airtines, airports, communities, and consumers have all grown accus- 
tomed to these barriers. We ^nuld not, however, let this situation limit our conaid- 
eration of reasonable alternatives that would improve competition. 

Senator McCain's bill would also require the Department of Transportation (DOT) 
to respond to complaints of predatory behavior within 90 days. Any airline that be- 
lieves it iB being subjected to predatory behavior deserves a timely response from 
the DOT. Such behavior can severely restrict the ability of an airline to compete, 
and may even drive an airline out of business. 

Again, I would like to thank Senator McCain for holding this hearing. The ability 
to initiate new airline service is a key component of a deregulated environment that 
can benefit air travelers. I expect to leam more today about how federal barriers 
affect airline competition. I look forward to our witnesses' comments, and our dis- 
cussion on this issue. 

The Chairman. Thank you. 
Senator HolHngs. 

STATEMENT OF HON. ERNEST F. HOLLINGS. U,S. SENATOR 
FROM SOUTH CAROLINA 

Senator Holungs. I apologize for delaying our colleagues, Sen- 
ators Warner and Robb, and I apologize to the witnesses, but you 
have given me the chance, and I must express my glee. I have been 
disciplined over the many years now t^ our distinguished Chair- 
man about the wonderful success of der^ulation. To come to have 
him introduce a bill to reregulate slots, to reregulate perimeter, 
and everything else — it is just wonderful to be here this afternoon. 
[Laughter.] 

I just want to say that, at the time, they did have competition. 
That is the genesis and origin of the so-called slots. I worked as 
an attorney. In many instances, they used to have the old Civil 
Aeronautics Board. What happened was, the community had to 
provide the physical facilities, the runways, the terminals, and ev- 
erything else; come to the airlines themselves and persuade some 
competitive airline to give the service; and then come and prove, 
on the basis of public convenience and necessity, that that route 
and that service should be approved. So it was a competitive thing 
in the original instance. 

Now, with that deregulation and the statue back in 1985 that 
you could buy and sell them, the three flights up and three flights 
back I had from my home town have long since gone from Eastern 
to Pan Am to Air Florida to the crash out here in the river to — 
I cannot find them right now. So I am on his side, generally, for 
reregulating, but not in this instance. 

Thank you, Mr. Chairman. 

The Chaibman. Senator Rockefeller. 

Senator Rockefelu:r. Mr. Chairman, I have a superb statement 
which I will put in the record. 

IThe prepared statement of Senator Rockefeller follows:] 
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Mr. ChBinnan, Senator Hollings, when the Avtatioii Subcommittee convened a 
hearing on "Barriers to Entiy" in the airline isduBtry in Mav of this year, I ahared 
with you my &UBtration about the state of air service in West Virginia and many 
other small communities acroas the countiy. I said then that as a nation, we am 
not living up to our obligation to ensure that the benefits of transportation rooA' 
emiiation are shared witn some d^ree of fairness — and that we need to focus our 
efibrts beyond the problem of barriers to entry and more on changing the trend in 
small and rural parts of America that have been totally excluded from the promised 
rewards of deregulation. 

Six months later, I regret to observe that very little progress has been made for 
small communities. I know the bill that we're discussing today was not premised 
on the notion of improving small community air service, and that tiie bill contains 
a few proviaions that try to minimite the harm to small communities. But I dont 
think ttiose prot«ctions will work in the wa^ that they're intended, and, frankly, de- 
regulation has tau^t me to be skeptical of any airline bill that even has to indude 
provisions to protect small communities from its effects. 

So I want to again express my fhistration witii the decline in smell community 
air service, and to prevail upon ay colleagues to do two things: first, we should take 
no action to effect diange in the aviation marketplace unless and until we have de- 
termined with certainty that smalt community air service will not be further 
harmedi and second, to those whose states are suffering similar problems, let's in- 
tensify OUT efforts to develop a program that will improve air service where we need 
it moBt^-in small and rural communities across the countiy. 

Based on all of the Studies that have been done about deregulation of the airline 
industiy, I think we can probabW agree that airline deregulation has benefitted 
most of the nation — by lowering lares, increasing service, and fueling comjietition. 
And we can also agree that those lower fares, increased service, and competition aro 
not distributod equally in all markets. 

This Committee has for some time focused on rioting that balance, by looking 
at so called "Iwrriers to entry in the airline industry and trying to ^ure out 
whether we might get even more competitive benefits, in terms of low fares and 
moro service, by forcing a balance among segments of the airline industry. 

But while we have spent our collective tinte and energy reshuffling the deck 
among segments of the airiine industry, a mudi more troubUng and systemic prob- 
lem has arisen — the creation of an ever-widening gap between air transportation 
"haves" and "have-nots". 

Just as we can agree that two decades of deregulation have benefitted most of the 
nation, I hope we can also agi«e that the single most enduring problem in the na- 
tion's air system in the same period is the spiraling loas of air service in small oom- 



those that do not forms barriers of a different kind is what should compel our Com- 
mittee to act — witiiout affordable and regular air service, the affected states and 
conmiunities face serioua barriers to economic growth and opportunity. 

"Hm focal point of this hearing is a new proposal by Senat^ McCain for enhancing 
competition in the airline industry, by withdrawing and auctioning slots at 3 minor 
airports, creating exemptions to the perimeter rule, and speeding up the process for 
tiie Department of Transportation's consideration of jtredatorv pricing complaints. 
The summary and purposes of the bill state that it is intended to improve and pro- 
tect service to small communities, and several provisions attempt to carry out that 
promise. 

I want to make very clear that 1 do not doubt the sincerity of that intention. The 
Chairman cares as much about the state of air service throughout the nation as 
anyone in this body, and he has worked harder than most to solve some vexing 
problems in aviation. But I see real problems in the way these provisions work. 

If we require the major carriera to divest themselves of slots, 1 have no doubt that 
the ViBs will eventually work its way downstream. Unless we're going to get back 
into the business of regulating where and when airlines fl^, the least lucrative rural 
and smalt community routes will suffer from this slot wiUidrawal plan. And if we 
exempt bng-haul service from the restrictions of the National Airport perimeter 
rule, without allowing any increase in operations there, we will add insult to iiyuiy, 
because carriers will eventually use those valuable slots to replace service to small 
communities inside the perimeter with hi^er-yield service to communities outdde 
the perimeter. 
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Fundamentally, I am not convinced that if new and aeemingly pro-competitive 
aaaurea wen imposed on the larger aviation qrriem, then small communities 



good air service even better in m 

I wasnt in the Senate when _ „ , . 

think Uiat if I was, I would have had Ute foreaidit to df^t against it^ tiioudi 1 rec- 
ogniie that we didnt know then what we do tMay about the iqjuiv it would do to 
our amaU communities. Without a doubt, I believe it's well past tWe to solve the 
problems that have developed since and persist in their economic hann. 

The CHABmAN. Thank you very much. 

Let me just read — ^I was asked to read Senator Frist's statement. 
He says he regrets he was not able to be here. He says he would 
like to address the slot exemption announcement made last Friday 
afternoon. 



After months of waiting, my office was finally notified of deciuons by the Depart- 
ment of Transportation on several applications to waive the hi^ density rule for 
service &om Tennessee to Chicago and New Yolk. 

Unfortunately, the Department took a split-the-baby approach in an attempt to 
appease as maqy appUcants as possible. Ine problem created by this approach is 



that airlines require a level of nequeocy to midce ai^ use of the new opportunity 
financially viable so, while I consider getting a response out of the Depulment on 
this issue a victory, the results are nonetheless disappointing. These results will do 
little to improve air service to the underserved markets the waivers to the high den- 
sity rule were designed to foster when Congress originally gave the authority to the 
Secretary. 

I remain engaged on this issue, and hope the Department will continue to t/oTk 
with Congress to improve air service to underserved communities. 

I want to thank Senator Bums. 

Senator Burns. What for? [Laughter.] 

The Chairman. Do you have any opening statement? 

Senator Burns. You wanted to thank me. I just wanted to know 
what for. 

I do not have a statement Mr. Chairman, but look forward to 
hearing from our witnesses. 

The Chairman. Congresswoman Slaughter, the only fair way is 
to use the early bird rule here. You were here first. We appreciate 
you being here. We also know that you and Congressman Moran 
nave other duties on the other side. We are grateful you could be 
here. So if it is agreeable to you, we will go to you Senator Warner, 
Senator Robb, and then Congressman Moran. Welcome. 

STATEMENT OF HON. LOUISE SLAUGHTER, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF NEW YORK 

Ms. Slaughter. Thank you very much. I was a little concerned, 
since I am probablv on a different subject, that I would interfere 
with the cradle of aemocracy in Virginia. I did not want to confuse 
this issue because. Senator McCiun, this has been very important 
to me, and I thank vou very much for holding this hearing. Sen- 
ators, I am delighted to have the opportimity to appear before you 
this Eiitemoon because I want to talk about high fares and what 
I see as their detrimental effect on the mid-sized communities 
across America. 

There is a growing recognition, I think, in Congress that frequent 
and affordable airline service is crucial for the health and growth 
of any region's economy. I know it is a critical issue for my region — 
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Rochester, NY — the largest per capita exporting city in the United 

States. 

Last year, 1.2 million people flew out of our airport. Rochester 
is the proud birthplace of a number of Fortune 500 companies, in- 
cluding Eastman Kodak, Xerox Corporation, and Bausch and 
Lomb, making it the world's image center. I want to include that 
80 that you do not think we are just some fly by-ni^t county up 
there. We are serious. 

Of equal importance are the himdreds of small and mid-sized 
hi^ technology firms that have been growing in our region over 
the past several years, but the continued success of my region is 
by no means certain. Economic trends show the State of New York 
developing into two economies, with down-State wages surging for- 
ward and up-State wa^s remaining stagnant. 

Many firms and businesses are either moving out, or choosing to 
expand to other regions of the country because of the exorbitant air 
fares and infrequent flights. To compete efTectively, our region 
must have access to frequent and affordable air service. 

Let me offer you one example. A round-trip flight from Rochester 
to Chicago can cost $524. An even longer round-trip flight from At- 
lanta to Chicago costs half, $246. The Department of Transpor- 
tation figures show up-State New York air fares among the highest 
in the country. Rechester is ranked eighth. 

One Rochester businessman paid $600 to fly to White Plains, NY, 
in a 20-Beat prop plane for a business meeting. A few weeks later, 
for $5 more, he flew to Ireland. That additional $5 got him 5,000 
miles further, a jet aircraft, piped-in music, hot meals, free movies, 
and all the peanuts he could eat. 

Now, my region is already feeling the pinch. Recently, the At- 
lanta Business Chronicle reported uiat the Eastman Kodak Com- 
pany plans to move its marketing headquarters of its U.S. and Ca- 
nadian consumer operations to Atlfinta. One reason dted is cheaper 
and more frequent flights out of Atlanta's airport 

This is chilling because Kodak and Rochester are ^onymous, 
and news like this casts a pall over our entire region. If the m^jor 
corporations which have been the backbone of our community 
leave, we are in deep trouble. 

The effect on our area's smaller companies is equally pronounced. 
A relatively young and growing Rochester-based firm recently 
wrote to me. Dear Louise: Due to tiie high cost of air travel here 
locally we made a decision 4 months ago not to add any high travel 
positions out of our Rochester -based headquarters. Since that time 
we have added several positions in our mid-Atlantic-based locales 
where the air fare costs are much more reasonable." 

He went on to say that this arrangement was less than ideal, but 
he felt he had no choice. 

Other, smaller companies are opting not to expand, fearing that 
in the current climate they can no longer be price-competitive. 

The letters keep pouring into my office. The city council, the 
chamber of commerce, the State assembly, our tourism board — all 
are crying for relief. Your committee will hear directly from the 
vice president of Rochester's Chamber of Commerce, Charles Good- 
win, during a later panel. 
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Mr. Goodwin is a top expert in international trade and transpor- 
tation, and he has also researched extensively the impact that 
these fares have on the business community. That is not just Gov- 
ernment and business who are feeling the squeeze. The most poign- 
ant victims of exorbitant prices are the nonbusiness consumers 
such as the family planning a vacation, the student traveling home 
for the holidOTS, or the grandparent trying to visit a grandchild. 

Let me offer two examples. One wrote, earlier fliis year, "My 
brother and sister-in-law both suffered serious health problems — a 
second stroke immobilizing my brother and encephalitis seriously 
affecting my sister-in-law. I felt it imperative to see them before 
their health deteriorated further. They live in Tulsa. The first air- 
line quoted a round-trip fare of $1,225 between Rochester and 
Tulsa, more than we could afford. Thank you for reading this. Just 
want you to know." 

A consultant hired by the Rochester Airport — and this is really 
chilling to me — estimated that the Rochester Airport every year 
loses between 400,000 and 600,000 passengers to people who drive 
somewhere else to get a cheaper air fare. One constituent fran- 
tically tried to get a plane ticket from Rochester to help a son and 
his ailing wife m Texas. Imagine her shock when she was told the 
round-tnp air fare would cost her $1,300. Quite simply, she could 
not afford to go. 

Fortunately, she was able to get someone to drive her to Cleve- 
land and obtained a round-trip flight for $260 on Southwest to San 
Antonio. That is one-fifth of the price for rou^ly the same distance 
from Rochester. 

This continued fleecing by migor carriers is unconscionable. 
Rochester is one of many mid-sized communities that did not attain 
the benefits promised by deregulation. To be blunt, deregulation 
failed us. More than one carrier may service the Rochester area, 
but these airlines do not compete among themselves on most 
routes. The result has been the creation of de facto monopolies on 
individual routes, which are gouging businesspeople and consumers 
when they fly. 

We have to level the playing field for smaller carriers so that 
they can compete. Small airlines formed after deregulation are the 
primary source of price competition in other areas of the country. 
When they enter the market, these small airlines force the big car- 
riers to reduce fares. Without that pressure, the large competitors 
can charge consumers exorbitant prices, and we are a prime exam- 
ple in Rochester of what happens under that pressure. The situa- 
tion has to change. 

In reviewing your Aviation Competition Enhancement Act, I was 
pleased to see that you have addressed an issue that I have spent 
many months calling attention to, and that is the allocation of slots 
at major airports. A number of our colleagues signed on to a letter 
to Secretary Slater urging that the D^iartment of Transportation 
do distribute those slots more evenly. I think we all must remem- 
ber that when those slots were first distributed, it was made clear 
that they are the property of the people of the United States, and 
could be reclaimed to promote fare competition. 

DOTs announcement this week of their intention to grant a lim- 
ited number of slots is an important first step and, I think, an ac- 
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knowle^ement that we have not seen before of their real under- 
standing of this problem. But more has to be done to make sure 
that the promises and benefits (^ deregulation reach our commu- 
nities. 

Airlines should not be setting the economic policy for my region 
or yovi region or anyone else s region by giving one community 
punishing fares in oraer to subsidize fares m 8omebod>[ else's re- 
gion. I am working on some legislation that we hope will address 
some of those issues, but I also want to thank you for the part of 
your bill that mandates the response on predatory carriers and 
practices. 

Large Etirlines frequently drive a small airline out of business — 
and we have seen it over find over again, by swamping the route 
with low fares temporarily. When the small carrier gives up the 
route, the carrier raises the fare significantly. The Justice Depart- 
ment and DOT have to take a more aggressive stance against Uiese 
practices. Again, legislation has been crafted in the House that will 
encourage such action. 

The October 1996 GAG report that outlines the effects of airline 
deregulation pointed to other barriers to entry for other new car- 
riers. For example, the major carriers benefit from long-term exclu- 
sive use gate leases that effectively shut out new airlines. In the 
event that a m^jor carrier agrees to sublet these gates for new car- 
riers, the new carrier is often forced to hire the ground crews of 
the major carriers. These and other practices deserve close scrutiny 
as we examine the barriers to competition. 

Deregulation was not a winner for us in Rochester. Without ef- 
fective competition in our market, the business and consumers sim- 
ply do not get a fair shake. If other airlines are allowed to break 
into these markets, more competition would follow and, with it, 
lower tmd more reasonably priced air fares. 

I am confident, given the opportunity, that we will see that hap- 
pen throughout the United States, and that we will see all of our 
Nation's mid- and smaller-sized communities being served once 
again, as Senator HoUings pointed out, in the way they used to be. 

Again, I thank you very much, gentlemen, for the opportunity to 
address you today. I can think of nothing more serious to the eco- 
nomic well-being of the up-State New York region and other re- 
gions of tJie country than addressing this problem. 

Thank you very much. 

[The prepared statement of Congresswoman Slaughter follows:] 



1 wish to thank the Chairman for addressing the issue of hi^ air fares and UMir 
detrimental effect on mid-sized cammunities acn>ss America. 

There is a growing recognition in the Congress that frequent and affordable air- 
line service is crucial for the health and growth of any region's economy. This is a 
critical issue for my district of Rodiester, New York. Rocnester is the largest per 
capita exporting city in the U.S. Last year, 1.2 million people flew out of our airport. 

Rodiester is tiie proud birthplace of a number of Fortune 600 companica such as 
Eastman Kodak, Xerox Corp., and Bausch and Lomb— making it the World's Image 
Center. Of equal importance are the hundreds of small- and mid-sized high tech- 
nology firms that have been growing in our region over the past several years. 

lite continued success of my region is by no means certain, however. Economic 
trends show the state of New York developing into two economies, with downstate 
wages surging forward and upstate wages remaining stagnant. Many finns end 
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.. , ^lU. To oompeU effectively, our 

r^on must have acceu to frequent and aflbrdable air ■ervice. 

Let me oOer yoa an mcample: A round trip fli^t from Rocbeater to Chicago can 
cost |624. An even longer nund-trip flight ihtm Atlanta to Chicago costa merely 
$246. The Depaitment of Transportation figures show upstate New Yorii air fares 
among the highest in the country. 

One Rochester businessman paid |600 dollars to fly to White Plains New Yoric 
in a 20 seat prop plane for a busineM meeting. A few weeks later — for $G dollars 
more-^M flew to Ireland, lliat additional $5 dollar* got him 6000 mile* further, a 
Jet aircraft, piped-in muuti meals, three movies, and all the peanuts be could eat. 

My region is already fbeling the pinch. Recently, the Atlanta Business Chronicle 
rraorted that Eastman Kodak Company plans to move its marketing headquarten 
ofits US. and Canadian consumer operation to Atlanta. One reason cited is dieaper 
and more frequent fU^t* out of Atlanta's airport. Tbia is diUling. Kodak and Roch- 
ester are synonymous, and news like this casts a pall over the entire region. If the 
mi^ior corporations, whidi have been the badibone of our community, lea^, we're 
in deep trouble. 

The effect an our area's unaller companies is equally pronounced. A relatively 
young and growing Rodieeter-based firm recently wrote to me: 

Dear Louise: . . . due to the hi^ cost of air travel here locally, we made a 
decision four months ago not to add any high travel poutions out of our Roch- 
ester based headquarters. 

Since that time, we have added several poeitions in our mid-Atlantic baaed 
locales, where the airfare cost are much more reasonable. 

He went on to say that tbia airangeroent wee leu than ideal, but felt he had no 
dioice. Other smaller companies are opting not to expand, fearing that in the cur- 
rent climate they can no bn^r be price competitive. 

TIk letters keep pouring into my office. The Citv Council, the Chamber of Com- 
merce, the State Assembly, our Tourism bosrd — all are ciyiog for relief Your Com- 
mittee will hear directly from the Vice Preaident of Rochester's Chamber of Com- 
merce Charles Goodwin during a later panel. Mr. Goodwin is a top expert in inter- 
national trade and transportation. He also has researched extensively the impact 
these fares have on our businees community. 

It is not just government and business who are feeling the squeese. The most 
poignant victims of exorbitant fares are the non-businesB consumers, sudi as the 
iBinilv planning a vacation, the student traveling home for the holidays, or the 
granaparent tiying to visit a grandchild. 

Let me offer two examples: 

Dear Louise: . . . earlier this year, my brother and sister-in-law both suffered 
veiv serious health pmblems, s second stroke immobilizing my brother and en- 
oepnalitis seriously alTecting trn sister-in-law. I felt it imperative my wife and 
I see them before their health deteriorated further. They live in Tulsa. The first 
airline quoted a round-trip fare of 11226 between Rodiester and Tulaa, more 
than I felt we could afford . . . thanks for reading this. Just want you to know. 

A consultant hired by the Rodiester Intematkmal Airport estimated that Roch- 
ester Airport is losing 400,000 to 600,000 passengers a year to ground transpor- 
tatkm, primarily car«, because of air fare prices. 

One constituent frantical^ tried to get a plane tidcet from Rodiester to help a 
son and hia ailing wife in San Antonio, Texas. Imagine her shodi when she was told 
the round-trip airfare would cost her $1300. Quite simply, she could not afford to 
go. Fortunately, she was able to drive to Cleveland and to obtain s round-trip flidit 
For $260 on Southwest to San Antonio. That's one filth the price for rouf^y ttte 
same distance trip from Rodiester. This continued fleecing by major carriers is un- 
conscionable. 

Rochester is one of many mid-sized communities that did not attain the benefits 
promised by deregulation. To ix bhint, der^ulotion foiled ua. More than one carrier 
may service the Rixhester area, but these airlines do not compete among themselvea 
on miaat routea. The result has been the creation of de-facto monopoUea on indi- 
vidual routes, which are gou^ng business people and consumers when th^ fly. 

We have to level the plajw^ field for smaller carriers so that they can compete 
with major carriers. Smdl airiines formed after deregulation are the primaiy source 
of price GOiiq>etition in other areas of the country. When they enter the maricet, 
Ihwe small airlines force big earrien to reduce fkres. Without pressure from small 
bargain airiines, their large competitors can diarge consul 
R^tester is a prime example of wnat happens without this p 

I have spent mondis 
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Eartineiit of Tnuuportation distribute slota more evenly unong airlineB to promote 
lir competition. When these slots were first distributed, it was made clear that 
they were government property whidi oould be reclaimed to promote fair competi- 

001*8 ennouDceroent this weekend of ite intention to grant a limited number of 
slots te applicante at New Yorii's LaGuardia and Chicago OUare'a airports is an 
important iirst step and an acknowledgment that the agency understands the prob- 
lem. More will have te be done to ensure that the benefits promised by deregulation 
reach all our communities. Airlines should not be setting eoooomic policy by giving 
one community punishing fares in order to subsidize fares in enotlier region. 

I am working on lemslation with my coUeaeue Rep. Charles Schumer te address 
these same issues of slot allocation. We will also call for a limited redistribution of 
slote to help service our region of the country. Your leadership in the Senate on this 
issue as well aa your l^slation ia an enormous helo to us. 

Equally important are your provisions to manaate that DOT respond to com- 
plaints of predatory behavior by m^jor carriers. Large airlines frequently drive a 
small airline out of business by swamping a route with low fares. When the small 
carrier ^ves up the route, the large carrier then raises fares significantly. The Jus- 
tice Department and DOT must ^e a more aggressive stance against these prac- 
tices. Again, legislatum being crafted in the House would encourage such action. 

The October 1996 GAO report outlining the effects of airline deregulation pointed 
te aChvr barriers to entry for new carriers. For example, major carriers benefit from 
long-term, exchisive-use gate leases that efTectively shut-out newer airlines. In the 
event that a nuuor carrier agrees te sublet these sates for new carriers, the new 
carrier is often forced to hire the ground crews of the major carriers. These and 
other practices deserve cbse scrutiny as we examine these carriers to competition. 

Deregulation was not a winner for us in Rochester. Without effective competition 
in this market, Iwisinesses and consumers dont get a fair shake. If other airlines 
ore allowed te break into these market^ then more competition will folbw, and with 
it, lower and more reasonably priced airfares. 1 am confident that if small carriers 
are ^ven the opportunity, they will be eager tio serve all of our nation's mid-sized 
communities. 

'Hiank you for your leadership and the opportunity te testify teday. 

Congress of thb United States, 

Washington, DC, August I, 1997. 
Hon. Rodney Slater, Secretary. 
U.S. Department ofTranaportaiion, 
Washington, DC. 

Dear SbcrbtaRY SlaTBR: We are writing to ask that you use your authority to 
end the monopolistic practices that limit competition for fli^te to secondary mar- 
keto. By reorganizing the *slot' mtem used in this industry, you will greatly reduce 
airline ticket coste for milUons of^travelers. 

At four airports in the country— LaGuardia and Kennedy Airports in New York, 
OUsre Airport in Chicago, and National Airport near Washington, D.C.— airlines 
must have a reserved slot Ibr every take-off or landing. The dominant airiinea use 
their control of slots to squeeze out smaller carriers, and consumers are getting 
crushed in the process. 

On most routes around the country, amall airUnes formed after deregulation are 
the primary source of price competition. When they enter the market, they force big 
carriers to reduce fares. Without pressure from small bargain airlines, Uieir large 
competitors can charge sky-hi^ pnces, and tbey do. 

A recent report by the tnd^ndent General Accounting Office showed how « f^w 
loi^ carriers have increased their stranglehold on slote, at the expense of smaller 
carriers formed after dercKulatlon: 

• At LaGuardia, American, Delta, and US Airways control 64% of slote, and all 
the 'post-deregulation" airlines combined hold just 2%. 

• At Kennecw, American, Delta, end Shawmut Bank (which control slote for bank- 
nipt TWA) hold 76% of the slots, while post-deregulation airlines have 7%. 

• At Ollare, American and United have amassed 87% of the slote, and airlines 
formed after deregulation cover Just 1% of slote. 

Moreover, the report spedlied that in order te mount competitive service in a 
market, an airline needs about ux slots, with at least three slots falling during peak 
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periods so that the airiinet coa ofTer a fli^t adtedule diat is attractive to buainesB 
iravelera. 

In teatimoi^ before the Senate Subconunittoe on Avtation, Aaaistant Secretary 
Charles Hunnicut acknowledged that the slot s^tem is choking olT competition. He 
told the subcommittee that DOT was 'oonsldermg' a change in polity to distribute 
slots more even^ among airlines to enhance con^eUtion. He also testified that one 
option would be a recommendation by GAO that the Department redistribute a 
number of slota by lottery each vear to smaller or post-deregulation airlines. 

We uree vou to implement this plan. When these slots were firvt distributed, it 
wag made clear that they were government property that could be reclaimed to pro- 
mote fair competition. With the growing move by large airlines to consolidate sIotB, 
such action is already long overdue. 

If consumers are to receive the fiill benefits promised by deregulation, we must 
have true competition at our airports, 
'niank you for your attention. We look forward to hearing your response. 
Sincerely, 

Louise Macintosh Slaughter, 
Charles E. Sghumbr, 
John J. LaFalcb, 
Sherry Bichurt, 
Michael R. McNultv, 
Lane Evans, 
Edwasd J. Markev, 
Maurice D. Hinchey, 
Tim Holden, 
Jiu Moran, 
Jiu Walacijl 
Ronald V. Delluhs. 

The Chairman. Thank you very much. 

My former and present doss, Senator Warner. 

Senator Warner. Madame Chairman, I am perfectly willing to 
accord the courtesies to the other House Member so he can return 
and we can proceed on the Senate side. 

The Chairman. If that is agreeable to you and Senator Robb. We 
are always pleased to hear from Congressman Moran. 

STATEMEI'IT OF HON. JAMES P. MORAN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF VIRGINIA 

Mr. Moran. Thank you very much, Senator. I will take advan- 
tage of (he opportunity and say hello to all the members of the 
panel. And I Uiank my colleagues from Virginia, the Senators from 
Vii^nia, for testifying on this very important issue. 

I want to express my appreciation, particularly to the chairman, 
that this legislation does not change the law that limits the num- 
ber of flints at Washington National Airport. As the committee 
chairman may recall from the last session, that slot rule works 
very well for our region. It limits the amount of noise and pollution 
generated at a very congested airport that cannot accommodate 
any new flights ana facilitates the development and growth of the 
region's two other airports — Washington, Dulles, and BWI. 

And while I have tne utmost respect for the sponsor of this legis- 
lation, the chairman of this committee, you will not be surprised, 
however, to learn that I very much object to this legislation. First, 
the legislation does not achieve its broad goal of promoting com- 
petition within the aviation industry. It focuses almost exclusively 
on an access issue at four congested airports. 

Even the GAO's report, entitled "Airline Deregulation: Barriers 
to entry continue to limit competition in several key domestic mar- 
kets" — that is a long title, but it was an important report — it 
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helped serve as the basis for this legislation, I know, but it cited 
other barriers to competition, including frequent flier plans, the 
bonus commissions to travel agents, the airline ownership of com- 
puter reservation systems, co-chairing partnerships with commu- 
nity air carriers, and lots of msirketing strategies, all of which 
hinder new entrants and lower air fares. 

With regard to the slot rule, one cannot achieve any improve- 
ment in access and, hence, competition, without increasing the 
total number of flights which would be met with fierce opposition. 
Calling upon the Secretary of Transportation to reallocate some of 
the existing slots that are presently bought and sold on a free mar- 
ket basis sounds like reregulation of the airline industry. And I 
thought that was credited by a lot of people with stifling competi- 
tion. 

If the Secretary is to give priority consideration to communities 
served by small-hub, m^ium-hub, and other airports that do not 
have service to the high-density airports, then isn't this legislation 
creating a situation where the airlines serving the high-density and 
large-hub airports will be subsidizing the airlines serving the 
smaller aiiports? 

Should the Government be given the role of picking airlines and 
routes, rather than awarding the limited slots on a free market 
basis? 

I also have concerns that those airlines that have made substan- 
tial investments at Washington National — and obviously, USAir is 
one such airline — bought their current slots and would not be com- 
pensated for forfeiting these slots under this proposal. 

My second concern is with the granting of exceptions to the 
1,250-mile-perimeter rule at National. Lifting tiie perimeter rule, 
even in limited circumstances, will unravel the balanced develop- 
ment plans at all three of our region's airports. A change in the pe- 
rimeter rule would result in a cutback in locations presently served 
by National and, over time, short-range service at National would 
be displaced and the number of transcontinental flights operating 
out of Dulles thus would decline. 

As those transcontinental flights decline, Dulles ceases to become 
an attractive destination for international service. The growth and 
development plans overseen by Congress and the substantial in- 
vestment made at both National and Dulles by the taxpayers of 
this country, the Federal Aviation Administration, and the aviation 
community would all become substantially devalued. 

As the Member of Congress who represents the region in which 
National Airport is located, I would also like to point out that ex- 
ceptions to the perimeter rule will also generate much more noise 
and congestion at National Airport. There is a direct relationship 
between the takeoff weight of a particular aircrafl and the fiiel load 
it must cany. Aircrtifl with heavier takeoff weights produce more 
noise than airplanes with higher loads. A stage 3 aircraft departing 
National for Los Angeles will generate more noise at takeoff than 
a stage 3 aircraft departing for Cleveland. 

I have FAA advisory circulars that say that. And I think that 
there is very little argnjment about that, that can weigh in against 
the facts and figures uiat we have available. 
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Mr. Chairman, airport noise reduces the quality of life in the 
ne^borhoods in Arlington, Alexandria, McLean, and Potomac. 
And while these communities understand that National Airport is 
here to stay, they should not be asked to endure additional noise 
when no compelling public need is served. The balance that has 
now been struck between the transportation and economic needs of 
air travellers and the region's environmental concerns was crucial 
to community acceptance of the redevelopment of National, which 
is now nearing completion. 

So, as the committee looks into the issue of aviation competition 
and the slot and perimeter rule in effect at National, it needs to 
iook at how the region's beine served by all three of its airports. 
If the committee WEmts to find ways to promote lower direct serv- 
ice, both Dulles and National appear to be meeting this demand. 
National boasts excellent direct service to communities within the 
1,250-mile perimeter rule. 

Eliminate the perimeter rule and some of these communities will 
be less well served and may lose service altogether. Dulles and 
BWI provide excellent direct service to communities outside the pe- 
rimeter rule. BWI has capitaUzed on discount service, charter, and 
vacation destinations. In large part, the maintenance of a high 
level of competitive air service at all three airports is due to the 
slot and perimeter restrictions at National. 

In fact, a 1996 survey of fares on transcontinental flights oper- 
ating at National show that the transcontinental flights were less 
expensive at National than flights with the same destination origi- 
nating from Dulles. I will not bore you with all the numbers, but 
it shows tremendous differences. San Francisco: $337 at Dulles; 
$222 at National. You ceui go down the list of miyor cities. There 
is enormous difference. It is less expensive at National. 

The only difference is that the perimeter rule at National forces 
passengers to suffer the inconvenience of one extra stop. As a re- 
^on, competition is alive and well among the airports that serve 
the Nation's capital. National is only one of 780 commercial air- 
ports operating in the United Stetes, and handles less than 1.5 per- 
cent of the total number of U.S. passengers. 

Recent changes in the aviation excise tax that lowered the tax 
from 10 to 7.5 percent and making up the difference through a 
deptanement fee that is collected every time a plane leaves the run- 
way will have a much greater impact on competition and short- 
and long-haul flights than any reallocation of^ slots at National. 
Four years ago, the National Commission to Ensure a Strong, Com- 
petitive Airline Industry exempted National Airport from its rec- 
ommendation, calling upon the FAA to revive the rule that limits 
operations at high-density airporto. There is no reason to change 
that policy now. 

Thank you, Mr. Chairman. 

[The prepared statement of Congressman Moran follows:] 



Good aftemooii and thank you Mr. Chairman. 1 appreciate the opportunity to 
comment on the Aviation Competition Enhancement Act of 1997. 

I want to expreM my appreciation that this legislation doe* not change the law 
that limits the number of flints at Washington National Airport. Aa the Committoe 
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You will not be surprised, however, to leani that 1 object strongly to this legisla- 
tion. Krst, this legislation does not achieve its broad ^al of promoting competition 
within the aviation industiy. It focuses alntost exclusively on access issue at four 
congested airports. Even the General Accounting OMce's report, "Airline Derefnila- 
tion, Barrien to Entry Continue to limit Comp^tion in Several Key Domestic Mar- 
kets,' whidi helped serve as a basis for this legislation, cited other carriers to com- 
petition, including frequent flyer {dans, bonus commissions to travel a^nts, airline 
ownership of computer reservation sjrstems, co-diairing partnerships with commuter 
air carriera and other mariteting strategies, that hinder the new entrants and lower 

With regard to the sbt rule, one cannot achieve any improvement in access and 
hence competition without incressing the total number of fli^ta, which would be 
nut with fierce opixMition. Calling upon the Secretary of Transportation to reallo- 
cate some of the existing slots that are present^ bought and sold on a free mailcet 
basis sounds like re-regulation of the airline industry, something I thou^t was 
credited with stifling competition. If the Secietaiy is to give priontjr consideration 
to communities 'served by small hub and medium hub, and other airports that do 
not have service to the high-density airports." then isnt tiiis legislation creating a 
situation where the airiines serving the nii^ -density and larfle hub airports willbe 
subsidizing the airiines serving the smaller airports? Should the government be 
given the role of picking airlines and routes rather than awarding the limited slots 
on a free market basis? I also have some concerns that those airiines that have 
made substantial investments at Washington National and bou^t their current 
sbts would not be con^Mnsated (or ibrfeiting these slots under this proposal. 

tiy second concern is wdth the granting ot exceptions to Uie 1250 mile perimeter 
rule at National Airport. lifting the penmeter rule, even in limited drcumstances, 
will unravel the balanced development plans at all three of our region's airporta. A 
change in the perimeter rule would result in a cut bat^ in locations presently served 
by National. Over time, ahort-range service at National would be displaced and the 
number of transcontinental flints operating out of Dulles would dedine. As those 
transcontinental flights decline, Dulles would cease to become an attractive destina- 
tion for international service. Tbt growth and development plans overseen by Con- 
gress and the subetanUal investment made at both National and Dulles by the tax- 
p^ers, the Federal Aviation Administration (FAA) and the aviation communis 
would become substantially devalued. 

As the Member of Congress who represents this region, I would also like to point 
out that exceptions to the perimeter rule will also generate more noise and con^s- 
tion at National Airport. There is a direct reUtionship between the takeoff wei^t 
of a particular aircraft and the fuel load it must carry. Aircraft with heavier takeoff 
wei^ta produce more noise than airplanes with lifter loads. A st^ ID aircraft 
departing National for Los Angeles will generate more noise at takeoii than a stage 
in aircraft departing for Cleveland. FAA Advisory Circular, AC No. 3&-3G states 
that: 

"takeoff noise levels are reduced substantially as aircraft takeoff weight is re- 
duced. . . . Conversely, those aircraft normally associated with high weight. 
Ions range operation and, therefore, greater productivity, have hi^er noise lev- 
els * 

lei^hboihoods in Arling- 

. _, . unities understand that 

National is here to stsy, they should not be ssked to endure sdditional noise when 
no compelling public need is served. The balance that has now been strudt between 
the b'ansponation and economic needs of air travelers and the region's environ- 
mental concerns was crucial to community occeptance of the redevelopment of Na- 
tional, now nearing completion. 

As Ihe committee looks into the issue of aviation competition and the slot and pe- 
rimeter rule in eflect at National, it needs to look at how a region is being served 
by all three of its airports. If the committee wants to fmd ways to promote lower 
direct aervice. both Dulles and National appear to be meeting this demand. National 
boasts excellent direct service to communities within the 1260 perimeter rule. Elimi- 
nate the perimeter rule and some of these communities will be less well served or 
may lose service all together. Dulles and BWI provide «uellent direct service to 
communities outside the perimeter rule. BWI has capitalized on discount service, 
diarter and vacation destinations. In large part, the maintenance of a high level of 
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competitive air aervice at all tJiree airporta ia due to the slot and perimeter reatrie- 
tions at National. 

In fact, a 1996 aunrey of fares ao transcoDtinental flints ari^inating at National 
were actually less expensive than fli^ta with the same oestination originating from 
Dulles: 
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The only difference is lltat the perimeter rule at Natbnal forces passengen to Buf- 
fer the inconvenience of an extra stop. As a region, competition is alive and well 
amon^ Uw urports that serve the nation's capital! 

National ia only one of 780 commercial airports operating in the U.S. It handles 
less than 1. 6 percent of the total number of U.S. passengera. 1 believe recent 
changes in the aviation excise tut that lowers the tax from 10 nercent to 7.5 percent 
and making up the difl^rence throu^ a 'deplanement" fee tAat is collected every 
time a plane leaves the runway will r^ve a much greater impact on competition and 
short and long-haul fliriita than any reallocation of slots at National. 

Four years ago, the National Commission to Ensure a Strong Competitive Airline 
Industry exempted Washington National Airport from is lecommendation calling 
upon Uie FAA to revive the rule that limits operations at "high density" airports, 
lliere is absolutely no reason to change either rule now. 

The Chairman. Thank you very much, Mr. Moran. 

I hope that you will look at the DOT study and the GAO study, 
of which we have had many over the years, which all indicate that 
the consumer will pay less. And Steven Morrison, Professor of Elco- 
nomics at Northeastern University, estimates that removing tJie 
perimeter rule at Washington National would save passengers in 
Washington $90 million a year. 

But I understand your position and I appreciate it. And I fully 
understand your concerns. I appreciate you being here. 

Mr. Moran. Thank you, Mr. Chairman. 

Senator Ford. I might say to Mr. Moran, too, tJiere is a limit to 
the size of airplanes Uiat can come into National, compared to Dul- 
les. And it all goes back to the point you make. I am not sure if 
you take Uie slots away from some place out here and they lose it 
in Cincinnati, they would take one out of Cincinnati and give it to 
Atlanta so that they could come in here, so I am not served in Cin- 
cinnati and small communities out there. So slots have an effect all 
the way across, a rippling effect. And I happen to agree with you. 

Thank you. 

Mr. Moran. Thank you, Senator. 

The Chairman. I know, Congressman Moran and Congress- 
woman Slaughter, you have other things to do. Obviously, we ap- 
preciate very much your being here, and we understand if you have 
to leave. We are always pleased to have you and your views before 
this committee. And I want you to understand you are always wel- 
come. 

Ms. Slaughter. Thank you very much for that, Mr. Chairman. 

Mr. Moran. Thank you very much, Mr. Chairman. We know the 
Senators have a lot to do, too, so we very much appreciate them 
letting us go ahead. 

The Chairman. Senator Warner. 

Senator Warner. Senator Robb can go first. 
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The CHAntHAN. Senator Robb. 

STATEBIENT OF HON. CHARLES S. ROBB, U.S. SENATOR 
FROM VIRGINIA 

Senator Robb. Mr. Chairman, first of all, let me ask unanimous 
consent to have the statement that I was going to give, which in- 
cludes several points that have been passionately and eloquently 
addressed by both my friends, Congressman Jim Moran and the 
distinguished senior Senator from Kentucky, put into the record. It 
would simply be repetitious, and I would hope that when the state- 
ments not actually given are compared, that mine will compare fa- 
vorably, at least in terms of quality. I do not know what the distin- 
guished junior Senator from West Virginia has in his statement, 
but I would like to have them judged on an equal basis. 

Having said that and having said that I agree completely with 
these earlier comments, let me just point out that I first worked 
on these issues when I was Governor back in the early eighties. I 
worked with my distinguished colleague. Senator Warner, as well 
as other Members of the Senate and the House, in establishing the 
CommiBsion, the Metropolitan Washington Airports Authority 
(MWAA), et cetera. Mr. Chairman, we have worked together over 
many years. You Emd I have had many discussions, private and 
public, about this issue. So we know our respective positions well. 

The one point that I am not sure was sufficiently underscored is 
that to treat any one of the three airports as an individual entity, 
without considering them as a group, is a mistake. Recently, statis- 
tics were published indicating that the Washington metropolitan 
area is the second most congested area in the country — second only 
to Los Angeles. The MWAA is a prime example of regional coopera- 
tion. For all of the reasons gpven by the Congressman from the 
eighth district of Vii^nia and others, I believe, with all due re- 
spect, Mr. Chairman, that your legislation would be a distinct set- 
back. 

There has been a significant investment made not only by the 
airlines, but also by the Washington Metropolitan Airport Author- 
ity, to the tune of about $2 billion, based on the assumption that 
the perimeter rule would remain extant and that the essential dis- 
tribution of slots would be treated equitably and would not be in- 
creased. Because of those very significant investments, the system 
works. 

Again, I would suggest to you that if we look at any one airport — 
i.e.. National Airport — by itself, we are completely ignoring the en- 
tire regional concept that was set up and which has been ao ably 
explained by others on this particular panel. 

So I would urge you, Mr. Chairman, as you consider this par- 
ticular piece of legislation, to look at the three airports as an exam- 
ple of regional cooperation designed to accomplish objectives larger 
than any single airport considered in isolation would be able to ac- 
complish. 

Thank you, Mr. Chairman. 

[The prepiu'ed statement of Senator Robb follows:] 
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Prkpakkd Statsmknt op Hon. Charlks S. Robs, U.S. Senator Prom Vikginia 
Mr. Chaimum, thank you for providing me with this opportunity to teati^ about 
nir legiaUtion to improve Mrvice at hijp density airports. I welcome your eflbrta, 
it I remain conceraed that the leeiBlation before the cominitt«e could be harmful 
I consumera, as well as to the Wasnington area. 
Aa You know, the capital raslon. is Iteaet bg serious transportation challenges— 



lem is thniurii rwional action, and one of the best examples of such regional action 

" ^A). which manages Dunes 

*" "■" investment and 



lem is ttiTDU^ r^ional action, and one of the best examples of 
is the Metropolitan Washington Airports Authority (MWAA). wl 
and National Airports. HWAA has bnu^t more than $2 bOlioi 
growth to these airports, and improved airtine servira to the region. 

Hie airports run by MWAA, National and DuQes, in coigunction with BWI, per- 
form a crucial role, in providing air transpottatian to this area. The le^lation be- 
fore this a Committee threatens this service by threatening tile penmeter rule, 
whidi shifts long-distance t&Ata from Nationar to Dulles and thereby maintains 
balaiwe among our regional airports. 

It is a mistake to look at any of these airports in isolation. They woHi in tandems. 
I believe elimination of the perimeter rule would destroy Dulles. As the 6th Circuit 
Court of Appeals noted in Cify of Dallas v. FAA, *in the absence of the perimeter 
rule. National would absorb long-distance flights over and above its already over- 
crowded capacity, while Dulles would wither on the vine. 

Regnal investments in Dulles, including more than $1.6 billion in bonds issued 
by the Metropolitan Washington Airports Authority, would also suffer if the perim- 
eter rule were changed. 

Mr. Chairman, on a second issue, I am pleased that your l^slation would not 
seek to increase the number of flints at National. I am still troubled, however, 1^ 
the proposed change to the slot rule. First, I beUe>n the chan^ is premature. As 
you Know, this past Friday the FAA granted a several exemptions to the slot rule 
at OUsre and UaGuardia. These exemptions were made pursuant to 1994 action 1^ 
Congress to improve competition, and I I>elieve we should wait and see how this pol- 
icy improves consumer options. 

Second, it seems to me that relocating the sbts could do more harm than good. 
As you know, of the 162 slots that were redistributed in 1986, only 13 remained 
in the hands of new entrants. So it's not certain that the redistribution would in- 
crease competition There would be great harm, however, to incumbent (urlines that 
have made substantial investments under the assumption that tlie current slot rule 
would remain in place. 

On a final note, 1 would like to express nw concerns about the impact of this le^- 
lation on UJS. Airways, headquartered in ^^TVinia. Ihis company already does busi- 
.._._... i_. 1 _ '"i; of the 43 communities served by US. Air- 



. taking away its slots 
Jion dollar investment 

il Airport operations. This investment was made with the expectation that 

the fiederal government would not take away any more, slots after 1986. 

Mr. Chairman, thank ypu for permitting me to testi^ today and for your consider- 
ation of these important isaues. 

The Chairhan. Thank you very much, Senator Robb. 
Senator Warner, welcome. 

STATEMENT OF HON. JOHN W. WARNER, U.S. SENATOR 
FROM VIRGINIA 

Senator Warner. Thank you, Mr. Chairman, members of the 
committee. 

Nineteen years a^, when I was privileged to come to the Senate, 
I joined this committee. I sat right where Mr. Bryan is seated. I 
have often thought where I might be sitting today had I stayed. 
[Lau^ter.] 

The Chairman. We probably would not be having this hearir^. 
[Laughter.] 

Senator Warner. Briefly, though, I speak from some modest base 
of knowledge on this, because one of uie reasons I joined was the 
problems associated with National Airport. That was in 1979. And 
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then, of course, in 1981, we had the compact, which really laid die 
foundation for a peaceful coexistence between the two airports then 
under Federal ownership and control and the multitude of airlines 
they were serving, 

Tliereafter we decided we had to de-federalize these airports. We 
did it for one basic reason, and that is, that the Congress did not 
wEint to vote for the funds that were clearly needed to modernize 
these two airports. So, therefore, we appointed the Commission to 
study the prooiem. I was privileged to be a member of that Com- 
mission. Senator Sarbanes was on it, representing Maryland, and 
the former Governor of Virginia, Governor Holton, was the chair- 
man. 

We wrote our report. Our report was received by the then-Sec- 
retaiy of Transportation, and we moved toward the legislation. I 
was privileged to be one of the coauthors of that le^slation. It 
passed. And it put in place not only the de-federalizing of these two 
airports, but a legislative structure on which many, many people 
placed great reliance. 

First and foremost were the people who came forward to provide 
the funds for the modernization of these two airports. And I fear, 
with no disrespect to my former Naval colleague and dear friend, 
that if you were to go forward with these proposals, you will begin 
to destroy the basis on which funding today and funding tomorrow 
and a decade hence will be available to keep these airports modem. 
The perimeter rule is the key to it. 

As to the slot question, a similar situation. Again, we started in 
1981. We solved the problem. We moved ahead. And the airlines 
have come to rely upon the solidarity of this framework of laws, as 
it relates to the perimeter and the slots, by which they go to their 
stockholders and make the necessary investments that they must 
make in these two airports. This very fine modernization of Na- 
tional, which we are all sharing by virtue of our use, is made pos- 
sible in part by tiiose investments by the airlines and from the 
public sector where the funds have come to modernize. 

So I do not think Uiere are two airports anjnwhere in Uie country, 
and perhaps in the world, as Senator Robb said — and indeed, with 
BWI they are one miyor market, the greater metropolitan area of 
Washington, DC. Touch one, you touch all three. There is relative 
peace now, and I fear that if these proposals were ever to be en- 
acted into law, we would have civil war break out and all of us 
would suffer. 

Thank you, Mr. Chairman. I will submit my brief statement. 

Prhe prepared statement of Senator Warner follows:] 

Prbparbd Statbuknt op Hon. John W. Warnkr, US. Sbnatok From Virginia 

Mr. Chainnan, I am here to t«Btily today on a matter of extreme importance ta 
Virainia and many other atatei. 

Trie Aviation Competition Enhancement Act of 1997 is an important review of tlie 
r^ulationfl of the airline induBtiy. While this bill claim* that it will enhance com- 
petition, the proviaions it would impose are actually a fiist step toward regulation 
and would also undermine the carefully-built network of air service between Na- 
tional, Dullea and BWI airporta eHtablished over a period of a decade. 

Two area* are of primary concern to Virginia; 

(1) Hie pnposala to weaken the current perimeter, and. 
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(2) Changes to slot controls agreed upon in 1966. Of particMlaL 

Commonwealth of VirKinia ia how slot changes will impact US Airways 
headquartered in my staie. 

Mr. Chairman, kindly allow me to review what happened a decade ago. 

L along with Secretary Eliiabeth Dole and farmer Virginia Governor Linwood 
Holton, worked to mold Mth a plan and the consensus to transfer ownership of the 
two airporta, Washington National and Dulles, from federal control to a non-Federal 
authority. 

Following a very tortuous and uncertain course Ihrou^ the legislative process, 
a bill was finally placed on President Reagan's desk for signature. In 19S7, tlie Het- 
ropoliton WaBhmgton Airports Authori^ took Eontrol of tlw two airports. 

IUb authority was diulered under an Interstate compact to operate the airports 
and to raise the mon^ necessary to modernize National Airport and Dulles. 

Even prior to the Metropolitan Washington Airports Authority taking control of 
the two airports, the perimeter and Hi^ Density Rules at National Airport were 
in place. They were part of a compact between Congress and the aviation industry 
on the one hand, and area residents affected bv the airport on the other. Tliia com- 
pact was made in 1981 and it has served the National Capital region, the air trav- 
eler and the air transport industry very well. 

This compact along with the transfer of the airports ended decades of dispute over 
noise level emanating from National Airport and permitted a $1 billion capital de- 
velopment program by the Metropolitan Washington Airports Authority at both Na- 
tional Airport and Dulles. We can readily see the results of this capital investment 
with the opening of the modem National Airport terminal. 

Now that theTacilities are in place, should we in Congress modify these proposals 
which are the heart the 19S1 compact and the 1987 transfer of the airporta to a 
non-federal authority? 

For the air traveler and the air transport industry, the High Density and Perim- 
eter Rules at National Airport previde a balanced use of 0\e regions airport re- 
sources. Since that balancing poli(y_ went into place, the availability of air aervice 
to the Nation's Capital has substantially increased as has competition. 

For example, looking just at Dulles and National and leaving aside the substan- 
tial gains made by Bwl, we fmd that sinc6 the balancing m^anism was put in 

• "nie number of non-stop markets with competitive service has increased from 
33 to 40— a 21% gain. 

• The number of iet marketahas increaaed from 16 to 22 — a 27% increase. 

• The number or transcontinental and Rocky Mountain markets served has in- 
creased from 6 to 10 — a 67% improvement. 

Mr. Chairman, if the Perimeter Rule unravels, the laws of airline economica will 
surely drive a ^ange in the roles of both National Airport and Dulles. If that hap- 
pens, many constituendes inside the current Perimeter Rule will lose tiieir direct 
access to National Airport as their slots are taken by hitter value transcontinental 
flidiU. 

I have reviewed the proposed legislation concerning service to hi^ density air- 
ports. While I share your view that competition is good, I must tell you of the great 
concerns this legislation raises for me, particularly because it would be so damaging 
to US Airways headquartered in my state of Virginia. 

For almost sixty years US Airways has dedicated itself to establiahing an East 
Coast network, investing in airports up and down the Coast. By doing so, it is a 
major carrier at Washii^ton National Airport and LaCuardia, tioth slot controlled 
airports. Alter suflering many years of loss, and bringing itself out of the threat of 
bankruptcy, this le^slation now threatens the very system US Airways hard to 
build and maintain, its most difficult years. 

This is not the first time its operations have been threatened. In 1966, the Fed- 
eral government, responding to the communities around the airport, stepped in and 
set slot controls at Washington National Airport, limiting forever the number of 
commercial operations at the airport. Carriers at the airport were assured that tbeir 
investments would be protected, or "grandfathered" and they would be able to keep 
slots necessary to contmue their operatbns. 

In 1986, the government once again intervened, taking away 162 carrier slots at 
the slot-controlled airports with the promise that this was a one-time event and 
from that day forward all carriers would be subject to the buy/sell method of obtain- 
ingslots. 

The proposal set forth in this legislation, not only betrays the aaaurances that the 
airiines were given, but possibly undermines the commitments US Airways and oUi- 
ers have made in funding this outstanding new terminal. US Airways' intricate sya- 
tern of linking its service to and between communities throughout the eastern half 
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of the country thnu^ National Airport would be dedmatcd. Hie vetv benefits and 
goals set out by Congress when it passed the airline deregulation bill in 1978 will 
be toased to the wind. 



Mr. Chairman, US Airw^s serves 43 communities out of National Airport and 
it is important to note that 36 of these coimnunitiea board leM then 1% of this onin- 
tr^B total enplanemeats. nwse communities are the very cities you are saying 
would be helped by this legislation. This is just not true. 

By taking away slots tmta the dedicated carriers at the airport, you threaten the 
very cities you say you want to help, f cannot ait idly by and watch a halfway at- 
tempt to re-regulate, threaten a company, its employees and a system as important 
to me as that provided by US Airways. 

Mr. Chairman. I will vigorously oppose any attempt to pass this legislation, due 

.« .w. ~».~._-. .._.»~....j previously m my testimony and -'-" *"' ^~~~'-"" d~i— • 

a Department ofTransportation. 

Commonwealth op Vircinu, 

Opfick op the Govbenor, 
Richmond, VA. October 28, 1997. 
Ihe Honorable John McCain, 
U.S. Senate, 
Weuhinglon, DC. 

Dear Senator McCadI: I addreas myself to you to express to you the concems 
of the Commonwealth of Virginia regarding vour proposal to authorize exemptions 
to the perimeter rule at Washington National Airport. If Buccesslul, I am concerned 
this could brave damaging repercussions for the dynamics of air transportation 
thrau^ut the metropolitan Washinston area. More speciTicall^, it could also dam- 
age the carefully developed network of international and domestic air service at Dul- 
les Airport so important to Virginia. 

Ihe^erimeter rule defmes National Airport as a premier local and regional air- 
p(»t. Ine existence of the rule has spumed development of Dulles International as 
a vital and vibrant gateway for the entire metropolitan Washington area. This air 
service growth at Dulles has led to dramatic economic benefits in northern Virginia, 
including significant investments, by many small firms premised on the continued 
health (U Dulles specifically. This is threatened by the dianges being proposed in 
the perimeter rule. 

Separately, beyond the issue of the perimeter rule, I believe the air service rami- 
fications of changes to slots and the impact on existing carriers may not be fully 
appreciated. Also, the overall tone of the legislation aopears rs-regulatory. 1 do not 
believe this is in the best interests of the industry or uie flying public and, knowing 
your clear statements snd positions, 1 am convinced this was not ^ur intent. 

I respectfully urge that you reconsider your position on this legislation and retract 
it from liirther action. 

Thank you for your attention to oi 
Sincerely, 



The Chairman. Thank you very much, Senator Warner, Senator 
Robb. Thank you for being here. 

I still remain hopeful that sometime we can work out something 
on this issue because in my view, and more importantly that of the 
Department of Transportation and the GAO, we continue to cause 
more expense to the average passenger, including my constituents 
from the State of Arizona, who fly back and forth from the Nation's 
capital. And until the time comes when you two can refute the ob- 
jective findings of orgcmizations such as the Department of Trans- 
portation and the General Accounting Office, then it is hard for me 
to accept your arguments. But I fully understand and appreciate 
them, and I look forward to continuing the dialog. 

I thank you for being here on behalf of your constituents and 
your interests. I thank you veiy much. 

Senator Bryan. Mr. Chairman, might I make a veiy brief state- 
ment? 
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The Chairman. Sure, Senator Bryan. 

STATEMENT OF HON. RICHARD BRYAN. U.S. SENATOR 
FROM NEVADA 

Senator Bryan. I thank the Chair. I would ask unanimous c(hi- 
sent that the full text of my comments be included and made part 

of the record. 

The Chairman. Without objection. 

Senator Bryan. I would simply make three points. Comii^ from 
a State in which tourism is our hfeblood and which in southern Ne- 
vada there are now 100,000 hotel rooms that have to be filled — 
soon 125,000 — expanded airline service is of critical importance to 
our economy. So let me briefly say, Mr. Chairman, that I support 
your objective in repealing the perimeter rule, because I think Uiat 
provides the potential of more service for my constituents at lower 
cost. 

Second, hailing from a State that has had the experience recently 
of a startup airline, and recognizing their vulnerability to preda- 
toiy pricing, I am supportive of your objective there as well. It is 
vei^, veiy difFicult, notwithstanding the theoretical basis of deregu- 
lation, for a startup airline to penetrate the market if they are vic- 
timized by predatory pricing. 

And, third, let me also say that with respect to the slot issue, 
gaining access to slots at mf^or airports is absolutely critical for 
the survival. I am interested in working with you to make sure 
that those slots that are previously allocated, that may be under- 
utilized or utilized in a manner which is not consistent with effec- 
tive air service, be allocated to those startup airlines that provide 
additional service and who currently do not have the slot alloca- 
tions that enable them to serve critical regional airports. 

I thank you, Mr. Chairman. 

[The prepared statement of Senator Bryan follows:] 

Pbepared Sfatbuent of Hon. Richard H. Bryan, VS. Senator Fkou Nbvada 

Mr. Chairman, thank you for calling this hearing today on this important robjett. 

Nevada touriBm is, of courae, hi^y dependent on aflbrdable and efficient air 
service. For the most part, deTegutation of the airline industiy has served Nevada's 
major tourism maricets well. With over 100,000 rooms to fill in Clarii County alone, 
ana with thousands more in the pipeline, Nevada's economy cannot survive without 
suflicient air service. 

In a completelv competitive mBrketpIace. Nevada's status as a premier inter- 
national tourist destination should ensure that we are adequately served by com- 
merdal airlines. Too oden. however, remaining barriers to competition constrain our 



ability to provide access to Nevada from numerous important potential marliets, and 
I bdicve the Chainnan's bill mea a lonp way to removing these impediments. 



of US outside the perimeter. There is simply no g . , - 

cesa to Waahington Nationa] to markets such as Las Vegas, and while I would pre- 
fer a complete repeal of the perimeter rule, 1 support uie Chairman's proposal to 
create a medianiam to provide exemptions to the rule as a reasonable t»mpromiae. 
Second, the Chairman's legislation addresses on extremely important and trou- 
bling issue with his proposal related to piedatorv pricing. In Nevada, we have had 
some experience with the predatory priang problem in relation to our new entrant 
carrier, Keno Air, who will testify here lator today. Badi in 1993, Reno Air at- 
tempted to begin service between Reno and Minneapolis, Northwest Airlines major 
1..... .. .t_ .. — vT.^u_..__. _«-___j _. «___«, 1: ^„ L... D-^- 'ir be- 
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enter that nuuket. however, Norlhweit not only matched Reno Aii'a planned Bcoo' 
Hinneapolu achednle and fares, but also announced plana to 'overli^ a large por- 
tion of Reno Air's route structure. Northwesf ■ actions were clearly predatoiy, de- 
eigned to take advantage of it* nradi greater financial strength to punish Reno Air 
for attamptinK to enter Minneapolis. Secretary Pena, then Secretaiy of Transpor- 
tation, apeeJ to intervane, ana Northwest eventually badted off. Unfortunately, 
however, Qw Secretaiys actions came loo late, and Reno Air, faced with substantial 
losses, withdrew its tUnneapoUs aervice. The Chairman, in his le^slation, correct^ 
emidiasiies the need lor quidi, decisive action by the DOT in cases of predatoiy 
_^JL:— ._j u.i.il- I k»l:«». <->._ n/vr a„^^ >_!._ •.n,^^*:,^- ' • ■ — f-i-^ .— T. 



y pricing proposal is mpraprtate. 
iiuni, 1 wu in general amement with the Chairman's desire to ellminnte tl 
aoti-competitive impacta in uie four slot controlled airporta. As many witnesses b 



piionft and. while I believe tiie DOT does take aUegationa of imdatoiy pndng si 
ously, I think the Chairman's predatory pricing p< ' ' '''' 

"■ ■ ' ' •-'--- . .> .1 ';iuiUTOan's ae 

, , ed airporta. As many wi 

fore this Committee have testiHed over the years, federal slot controls at these 
porta create sioni&cant barriers to entry to some of the most important mariceta in 
the naticm, and Uie result is less service and hi^ier prices. Reno Air has had some 
experience with this issue as well, and 1 am very ^at^fiil for the Department of 
Transportation's willingness to grant Reno Air exemptions from the slot rules, as 
recently as last Friday, to alkw the airline to serve OUare. Service to OTlaie is 

1 eaaential ingrediet^ in Reno Air's success, since it provides access to both the 



mpoitant 
Despite 



_B8pitetl_ _, . _. 

problem still eadsts, jparticularly for Washington National. While I am somewhat 
coocemed by the Chairman's proposal to arbitrarily withdraw slots from incumbent 
carrieis, I do believe we Hhould take action to give new entrants greater access to 
the slot controlled airports. For example, 1 think we could take a closer look at the 
utilization of alots by mcumbents, and the 'hise it or lose it* rules. While I am reluc- 
tant to take slots away from carriers if they are being lully utilized, I suspect that 
there ia a fair amount of "gaming" of alota to meet the current "Hise it or lose it" 
rulea. Reallocating under used slots to new entrants would provide new entrants ac- 
cess to these airporta, while not necessarily lowering the incumbents total number 
of operations. 

Mr. Chairman, I support the general goals of your legislation, and look forward 
to continuing to work with you on this important subject. 

The Chairman. Thsink you very much, Senator Brytin. 

We will have our next panel, which ia Mr. Patrick Murphy, Dep- 
uty Assistant Secretary for Aviation and International Affairs, De- 
partment ofTransportation; and Mr. Gerald Dillingham who is the 
Assistant Director, Transportation Issues, Resoiu-ces, Community, 
and Economic Development Division of the U.S. General Account- 
ing Office. 

I am very sad to note that Mr. Anderson, who had been sched- 
uled to testify here, has been taken seriously ill and, obviously, our 
sincere thou^ta go out to him. And, Mr. Dillingham, I hope you 
will convey our sincere best wishes to Mr. Anderson in this terrible 
time. I thank you for being here. 

Mr. Murphy, we will begin with you. Thank you to both of the 
witnesses for being here. 

STATEMENT OF PATRICK V. MURPHY, DEPUTY ASSISTANT 

SECRETARY FOR AVLVnON AND INTERNA'HONAL AFFAIRS. 

DEPARTMENT OF TRANSPORTATION 

Mr. Patrick Murphy. Thank you, Mr. Chairman, members of 
the committee. The Department appreciates this opportunity to dis- 
cuss domestic airline competition today. 

At the outset, let me state what we have said this year in testi- 
mony in both Houses of Congress — namely, that the Department 
continues to view that domestic airline deregulation has been a 
success; it has brought more competition, lower fares, and better 
service to the vast majority of our citizens. It has made our airlines 
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the most efficient and innovative in Hie world. It has served as the 
model for aviation liberalization that is now spreading rapidly 
worldwide. And it has seen safety increase and noise levels decline. 

Nevertheless, Mr. Chairman, not all cities and regions of the 
country have shared equally in the full benefits of deregulation. 
And the Department is sensitive to its obligation to address im- 
pedimenta to competition and service where we can identi^ them. 

The key competitive problem we identified in our multi-volume 
study of domestic airline competition in 1990 was hi{^ fares at hub 
cities dominated by one carrier. And that problem remains with us 
today. 

The expansion of competition from new entrants has slowed al- 
most to a standstill. Only one low-fare new entrant has started op- 
eration over the past 16 months, Euid no new application has been 
filed in 1997 to begin low-fare scheduled service. Althou^, Mr. 
Chairman, I will have to amend that, since last evening we did re- 
ceive an application for a new low-fare airline to begin service fVom 
Portland, OR. 

Of great concern to us over this 16-month period has been an in- 
creasmg number of allegations of anti-competitive practices aimed 
at new competition, particularly at major network hubs. In addi- 
tion to possible anti-competitive behavior, tiie Department believes 
that fares higher than appropriate may also be due to airport ac- 
cess restrictions such as slot controls, marketing barriers, and com- 
puter reservation systems that favor network carriers. 

We also recognize that small- and medium-sized communis 
issues are of concern to Members of Congress. Not unexpectedly, 
many smaller communities have benefited under deregulation and 
have seen their service increase. But others have experienced de- 
clines in the quality or quantity of service. The Department has 
been at work over the past year in dealing with small community 
issues, as well as competition problems. 

Last week, we reported to Congress on our progress in address- 
ing competitive issues this past year. The report spelled out four 
areas of activity. The first involves access to slots at our four high- 
density airports in New York, Chicago, and Washington. In 1994, 
Congress gave us the power to grant exemptions to the slot rule. 
In response to a GAO recommendation that DOT be more proactive 
in granting slot exemptions, the Department announced its inten- 
tions earlier this year to be more active and take competition into 
account when deciding on exemption requests from new entrants. 

As of today, we have received six requests for 109 slot exemp- 
tions at Chicago O'Hare and seven requests for 55 slots at New 
York's LaGuaraia Airport. After carefully considering the benefits 
and costs of adding service, last Friday we ruled on Die first eight 
requests, and granted 10 slot exemptions to two new entrants at 
O'Hare and 21 slot exemptions to three new entrants at 
LaGuardia. 

We will address the newer slot requests in the future. I must em- 
phasize, however, that the number of new operations we can au- 
thorize through exemptions is limited because of the impact tJiey 
can have on fught delays. 

In addition t^ exemptions from the slot rule, Uie Department has 
begun a process of evaluating how effectively slots are currently 
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being used at each of our four slotted airports. There is reason to 
believe that air carrier slots are not always being put to their full 
and best use. The New York Port AuUiority has testified that slots 
at LaGuardia are not being effectively used and, as a consequence, 
some of their facilities are underutilized. 

As we undertake this investigation, we will keep in mind the 
GAO recommendation to reallocate slots to improve competition, as 
well as the interest in reallocation expressed in draft legislation hy 
you, Mr. ChEiirman, and by other members of the committee. 

A second competitive area has been addressed through 
rulemakings involving computer reservation systems. We have pro- 
posed four new rules for computer reservation systems owners. 
With respect to anti-competitive practices, we have heard man^ 
complaints that lai^e airlines are trying to drive out new competi- 
tors by matching or undercutting much lower fares offered by low- 
cost airlines, and by selling far more seats at these low fares than 
are being offered by the new entrants. 

In those instances where low-fare competition has left the mar- 
ket, average fares generally increase above those charged prior to 
the new entiy, and low-fare bargains virtually disappear. Both 
DOT and the Department of Justice have statutory authority to ad- 
dress this behavior. We have been working closely with the Depart- 
ment of Justice in developing an analysis of what constitutes pred- 
atory conduct in air transportation under both Departments' stat- 
utes. 

Finally, on the competition front, we have undertaken consumer 
information activities, including the publication of a quarterly re- 

Eort on average airline fares paid in the top 1,000 city-pair mar- 
ets. An important purpose of these reports is to provide civic lead- 
ers and airport managers who are trying to gage the effect of com- 
petition wiui information about how average fares at their cities 
compare with fares for other markets and cities. Cities can use this 
information as an aid in seeking out new competitors, and airlines 
can use it to see where the opportunities for added competition are 
greatest. 

With regard to small community activities. Congress and the ad- 
ministration have worked together to maintain the effectiveness 
and efficiency of the Essential Air Service program. In fiscal year 
1998, the program is funded at the 50 million level provided for by 
the Rural Air Service Survival Act. We are planning to fund all 
statutory Essential Air Service requirements established in 1987. 
Restoration of service will help communities to regain traffic and 
promote growth. We are already seeing renewed interest from air 
carriers to participate in the Essential Air Service program. 

In addition to the actions DOT has taken, other ideas to assist 
domestic competition and small- and medium-sized community air 
service have been suggested. With regard to domestic competition, 
a number of proposals have surfaced, including complete elimi- 
nation of the nigh-density rule, changes to the perimeter rule at 
Washington National Airport, and elimination of the Wright 
amendment which limits operations out of Dallas' Love Field. 

These decades-old restrictions have been either legislated or rec- 
ognized l^ Congress. They have, to some extent, evolved beyond 
their original intent to control aircraft operations. Environmental 
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and regional development concerns emerged each time changes to 
these restrictions are contemplated. We are of the view that it is 
up to Congress and local autnorities to decide whether to modify 
these longstanding arrangements, such as just occurred in the case 
of Love Field. 

We take this view while, at Uie same time, recognizing that air- 
line deregulation is premised on the concept of open competition 
and the elimination of economic restrictions on the airline industry. 
Several studies done outside DOT demonstrated that slot resbic- 
tions lead to higher fares and less competition. 

With regard to air service at smaller cities, we have discussed 
with congressional staffs the concept of legislative proposals that 
would set up demonstration projects to provide upgraded air serv- 
ice with some Federal support m the form of loans, loan guaran- 
tees, grants, and direct subsidies. I^e Department has had experi- 
ence m a number of areas with demonstration proiects. We find 
they can be most useful when conducted on a limitea and selective 
basis. 

Thank you, Mr. Chairman, for providing us with an opportunity 
to comment today. 

[The prepared statement of Mr. Patrick Murphy follows:] 



lliank you Mr. Chairman and Members of the Committee. I appreciate the oppor- 
tunity to discuss domestic airline competition and service issues. 

At the outset, let me state what we have said this year in testimony in both 
Houses; namely, that the Department continues to view domestic airline deregula- 
tion as a success that has brou^t more competition, lower fares and better service 
to the vast majority or our dtizens, has made our airiines the most efficient and 
innovative in the world, has served as the model for the aviation liberalization tiiat 
is rapidly spreading world wide, and has seen safety increase and noise levels de- 

Nevertheless, not all cities and i«gions of the country have shared equally in the 
full benefits of deregulation, and the department is sensitive to its obligation to ad- 
dress impedimenta to competition and service where we can identic them. 

The key competitive problem we identified in our multi-volume study of domeatac 
airline competition in 1990 — high fares at hub cities dominated by one carrier — re- 
oiains with us today. For several years we were encouraged that a market response 



to this problem in uie form of new competition from low-fare point-to-point carriers 
was providing the necessary competitive discipline to eventuaOv solve this problem. 
Since the befaning of 1993 there had been a steady stream of new entrants, many 



of whidi were using the low-fare approach pioneered by southwest airlines. In an 
April 1996 stu^ we estimated that almost 40% of domestic pasaenffers traveled in 
rnarkets with low fare competition, saving consumers an estunated S6.3 billion an- 
nually in airiine fares. 

However, beginning in May of 1996 when one of the most successful new entrant 
airlines, Valui^, had a tragic crash, the expansion of competition from new entranta 
has slowed almost to a standstill. Only one low-fare new entrant has started oper- 
ations over the past 16 months and no new applications have been Filed in 1997 to 
begin low fare scheduled service. Of great concern to us over this 16-moath period 
has been an increani^ number of allegations of anticompetitive practices aimed at 
new com^tition, particularly at major network hubs. In addition to possible anti- 
competitive behavior, the Ilepartment believes that fares hi^er than are appro- 
Eriate may also be due to airport access restrictions such as slot controls and mar- 
eting barriers such as computer reservation systems that favor network carriers. 

We also recognize that small and medium sized community issues are a concern 
to Members at Congress. Not unexpectedly, many smaller communities have bene- 
fited under dere^lation and have seen their service increase. But others have expe- 
rienced decUnes m the ouality or ouantity of service. In most instances, the decree 
of change has corresponded to the disparity between service and demand at the tune 
of deregulation: communities with high service levels but bw passenger counts have 
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e^ierieiiced dw lai]gest losaes in service while othen have fared quite well. It is dif- 
ficult to attribute Mrvice changes after deregulation to any one nngle factQi^-fares, 
caniar nplacementa, jpopulation shifts, overall economy, etc. — because bo many ele- 
nwida have changed sunultaneouBl}/. In ^neral, servics at small communitieB shift- 
ad from iafre<tuent, multi-stop service with jet and large turboprop aircraft to more 
fraquent and, ^r|ncalty, nouBlop service with smaller commuter aircraft. 

Ine Department has been at work over the past year in il^jling with small cono- 
muni^ iHues as well as competition problems. Last week, we reported to Congress 
on our pr ogress in addressing competitive issues over the past year. The report 
spelled out wur areas of activity. 

"nie first involves access to slota at the four high density airports in New York, 
Chicago and Washington, in 1994, Congress gave us the power to grant exemptions 
to tiw slot rule. In response to a GAO recommendation that DOT be n»re proactive 
in granting slot exemptions, the Department announced its intentions early this 
year to be more active and take competition into account when deciding on esemp- 
lion requests from new entrants. As of today, we have received 6 requests for 109 
slot exemptionB at Chicago Oltare and 7 requests for 65 slots at New York's 
LaGuardia Airport. After carefully conaidering the benefits and costs of adding serv- 
ice, last Friday we ruled on the fiist 8 requests and granted 10 slot exemptions to 
two new entrants at CHare and 21 bIoi exemptions to three new entrants at 
LaGuardia. We will address the newer slot requests in Uie future. I must em^asize 
that the number of new operations we can authorize through exemptions is limited 
because of the impact they can have on flight delays. 

In addition to exemptions from the slot rule, the Department has begun a process 
of evaluating how effectively slots are currently bein^ used at each of the four slot- 
ted airporte. There is reason to believe that air comer slots are not always being 
put to their full and beat use. The New York Port Authority has testified that slots 
at LaGuardia are not beins effectively used and, as a consequence, some of their 
facilities are underutilized. As we undertake this investigation, we will keep in mind 
the GAO recommendation to reallocate slots to improve comKtition, as well as the 
interest in reallocation expressed in draft legislation by you, Mr. Chairman, and by 
other Members of Congress. 

A second competitive activity has been addressed through rulemokingH involving 
computer reservation systems. We have proposed four new rules for computer res- 
ervation system owners. One proposed rule involved the online pieference used by 
the CRS owners, whidi gives connections between nugor carriers and their code- 
^lare partners a better display position. The proposed rule would require each sys- 
tem te offer a display without an online preference. 

A second proposea rule involves the use of elapsed time in calculating the order 
in which to display airline service on a computer screen. Several smaller carriers 
had complained their flighU were being given unfair treatment, "nie proposed rule 
would prohibit computer fli^t Hsting proKrams that neither use elapsed time as a 
significant factor nor give single-plane ili^te preference over connections. 

A third proposed rule would require each system te use display criteria which are 
rationally related to consumer preference, on the theory that such a requirement 
would keep systems from offering unreasonable displays. 

"■ " ' ' .' . jjj ^ "parity 

a system as it does from any other 
system, although we also suggested that a system's use of pari^ clauses against air- 
lines owning or maiketing a competing CRS svatem could promote CItS competition. 
Several smaJl airlines had complained about this practice. 

We have reviewed the public comment on the rulemakings in these four areas and 
expect te make decisbns shortly on any final rules. We nave also recently begun 
a complete examination of all the existing rules regulating computer reservation 
systems. We published an advance notice of proposed rulemaking last month asking 
for commente on whether and how computer reservation system rules should be 
(hanged. Given the substantial impact of com[iuter roservetion systems on competi- 
tion, we plan to make completion of this re -examination a high priority. 

With respect to anticompetitive practices, we have heard many coi , . .__ . .. 
large airUnes are trying to drive out new competitors by matdiing or undercutting 
taaai lower fares offered by low-coat airlines and by selling far more aeaU at these 
low lares than are being ofiered by the new entrants. In those instances where bw- 



With respect to anticompetitive practices, we have heard many complainte that 
-Xge airUnes are trying to drive out new competitors by matdiing or undercutting 
taaai lower fares offered by low-coat airlines and by selling far more aeaU at these 
low lares than are being ofiered by the new entrants. In those instances where bw- 
fare competition has bit a market, average fares generally increase above those 
-barged prior to new entry, and low-fare bargains virtually disappear. 

Both DOT and the Department of Justice nave statutory authority to address this 

practices 



behavior. Justice enforces the German Act, which prohibits predatory practices and 
has the authority te pTonifalt business practices 
mpetitbn. DOTs authority is broader than the 
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Justice DepartmBnt'fl, since DOT may prohibit conduct that does not violate the 
antitrust laws, as )oaa as the conduct ia similar to conduti that the antitniat laws 
do prohibit. We havs been woiking closely with the Department of Justice in devel- 
oping on analysis of what constitutes predatoiy conduct in air transportation under 
both our statutes. 

As the reauH of detailed investigations over the past year, the Department be- 
lieves it now has the understanding neeeasary to develop clear policy widance for 
the industn, and to pursue individual enforcement action when tAst guidance ia not 
foUowed. We an in the proceHs of developing policy guidelines for dissemination. 
Those guidelines have taken some time to propare since they must strike the dif- 
flcult balance of proscribing unfair competition while doing nothing to stifle honest 
GompetitioQ that accrues to the benefit of the public. 

PinalW, on the competition front we have undertaken consumer information ac- 
tivities includii^ the publication of a quarterly report on average airline fares paid 



in Uie top 1000 dt^-pair moriiets. An important purpose of the repoita is to provide 
civic leaden and airport managers who are tiying to gauge the eflect of competition 
with information about how average fares at their cities compare with faraa (or 



other maiketa and cities. Cities can use this information as an aid in seeking out 
new competitors and airlines can use it to see whera the opportunities for added 
competition are the greatest. We have also published in the Federal Register a re- 
quest for comment on a coosumer union petition for a rule that would require ear- 
ners to disdose to consumers the most recent average fares and lowest fares 
diaraed by the carrier for the route and class of service mqueated. 

With regard to small community activities, Congress ana the Administration have 
woriced together to maintain the erTectiveneaa and efficiency of the essential air 
service program. In fiscal year 1998, the program is funded at a $60 million level 
provided for by the Rural Air Service Survival Act. We are planning to fund all >tat- 
utoiy essential air service requirements established in 1987. Restoration of service 
will help communities to regain traffic and promote growth. We have neariy com- 
pleted the piocesB of upgrading service levels. Equallv important is the fact that 
Congress removed the scheduled sunset date of Seiriember S), 1998. We are alrea^ 
seeing renewed interest Tram air carriers to partidpate in the program. 

llie Department has also been active in using slot exemption authori^ for the 
benefits of amaU rural communitiea. In 1994, the Department granted 28 exemp- 
tion* to a commuter carrier to serve seven small communities m the midwest to 
Oilare. Earlier this year the Department panted an additional 20 exemptions fbr 
a carrier to serve five more small communities to OUare. 

In addition to the actions DOT has been taking, oUier ideas to assist domestic 
competition and small and medium sized community air service have been sug- 
gested. 

With regard to domestic competition, a number of proposals have surfaced includ- 
ing Complete elimination of the hi^ density rule, changes to the perimettv rule 
atWashington National Airport, and elimination of the wri^t amendment^ which 
limits operations out of Dallas' Love Field. These decades' old restrictions have been 
either w^slated or recognized by Congress. They have to some extent evolved be- 
yond their original intent to control aireraft operations. Environmental and reglaaal 
development conoema emerge eadi time changes to these restrictions are con- 
templated. We are of the view that it is up to Congress and local aathorities to de- 
ride whether to modify these long-standing arrangements, sudi as just occurred in 
die case of Love Field. We take uiis view while at the same time recomizing that 
airline deregulation is ]>remised on the concept of open competition and the elimi- 
nation of economic restrictions on the airline mdustry. Several studies done outside 
dot have demonstrated that slot restrictions lead to hi^er fares and less competi- 

With regard to air service at smaller rities, we have discussed with congressional 
staffs the concept of legislative proposals that would set up demonstration projects 
to provide upgraded service, with some Federal support in the form of loans, loan 
guarantees, grants and ^rect subsidies. The Department has had experience in a 
number of areas with demonstration projects. We find they can be most useful when 
conducted on a limited and selective basis. 

In this context, the new generation of SO-seat regional jets will significantly 
diange the air service landscape, esperially at small- and medium-sized commu- 
nities. But it ia too early to tell what the smallest market size will be that will at- 
tract these aircraft. However, assuming that carriers would typically not enter a 
market with fewer than three round trips a day, and assuming a breakeven load 
factor of 50 I s , maricets as small as 7B passengers a day in eadi (firection may 
be ^le to . . Olid maintain 60-seat jets. 

Viank : lui. Chairman for providing us an opportuni^ to testify. 
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The Chaibhan. Thank you very much. 
Mr. Dillin^am, welcome. 

STATEMENT OF GERALD DILLINGHAAi ASSISTANT DIRECTOR, 
TRANSPORTATION ISSUES. RESOURCES, COMMUNITY. AND 
ECONOMIC DEVELOPMENT DIVISION, UJ3. GENERAL AC- 
COUNTING OFFICE; ACCOMPANIED BY DR. MARNIE SHAUL, 
ASSISTANT DIRECTOR, AVIATION COMPETITION WORK, VS. 
GENERAL ACCOUNTING OFFICE 

Mr. DlLUNGHAH. Mr. Chairman, members of the subcommittee — 
members of the committee. With me this afternoon is Dr. Mamie 
Shaul. She's GAO's assistant director in charge of aviation competi- 
tion work. 

As has been mentioned several times this afternoon, over the 
past decade, we've conducted numerous studies related to competi- 
tion in the airline industry and we appreciate the opportunity to 
be here today to share the results of some of that work with you. 
Overall, our work has consistently shown that airline deregula- 
tion has led to lower fares and better services for most air trav- 
elers. This is due largely to increased competition spurred by the 
entry of new airlines mto tjie industry and established airlines into 
new markets. 

It is also the case that some airports, located primarily in the 
east and upper midwest, have not shared equally in the benefits 
of der^ulation. We found that a combination of factors has limited 
entry at these airports and adversely affected fares and services for 
consumers using them. 

These factors include slower economic growth in these regions, 
the dominimce of routes to and from tJiese aiiports by one or two 
traditional hub and spoke airlines, and operating barriers such as 
limited takeoff and landing slots and restricted gate leases at key 
hub airports. 

Additionally, marketing strategies such as building consumer 
loyalty through frequent flyer programs have fortified airline domi- 
nance at these airports. 

Since a variety of factors have contributed to the problems that 
these communities experience, it is unlikely that a single action 
will be able to solve these problems. It will likely require a range 
of Federal, regional, local, and private sector initiatives. 

I would now like briefly to discuss some of these initiatives that 
are under way at these various levels. 

At the Federal level, we have recommended that DOT create a 
pool of slots by periodically witiidrawing some slots that were 
grandfathered to the major incumbents at the four slot-controlled, 
high-density airports ana redistributing them in a fashion that in- 
creases competition. This redistribution should take into account 
the investment made by the incumbent airlines at these airports. 
We also suggested that if DOT chooses not to create a slot pool, 
the Congress might consider revising the legislative criteria gov- 
erning dot's granting of additional slots. This revision would be 
mindnil of balancing the benefits of increased competition with the 
possible costs from increased congestion and community concerns 
about aircraft noise. 
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We have also su^ested that the Congress might also wish to 
consider granting DOT the authority to allow exemptions on a 
case-by-case basis to the perimeter rule at National Airport when 
the proposed service will substantially increase competition. 

In response to our report, DOT stated that it shares our concerns 
about the dominant position of some established carriers in some 
maricets and indicated that it planned to be more accommodating 
to new entrant requests for slots, and I think we juat heard some 
of the results of that. 

DOT also said they would place more weight than previously on 
competition as a factor for granting slot exemptions to new en- 
trants. Additionally, DOT has announced that it has taken other 
steps to enhance competition including beginning the process of 
evaluating how effectively slots are being used at the four slot-con- 
trolled airports and formulating a policy that will identify anti-com- 
IMtitive behavior that could be used as a basis for enforcement ac- 
tions. 

Although DOT did not act on our recommendation regarding the 
reallocation of slots, the chairman's draft legislation incorporates 
such a concept. 

The act also seeks to improve competition through modifying the 
perimeter rule at Washinrton National Airport and requiring DOT 
to respond in a more timely manner to complaints of anti-competi- 
tive behavior. 

The efforts of community leaders in the Southeast and Appa- 
lachia are examples of regional and private sector efforts to address 
air service concerns. They have agreed to periodically convene na- 
tional air service roundtables to bring together Federal, State, and 
local officials as well as airline, airport, and business representa- 
tives to explore potential solutions to air service problems. 

Some businesses located in communities dominated by one or two 
carriers with high fares or with infrequent service have formed a 
coalition that has held two conferences this year in Washington to 
discuss problems and solutions. Attendees at one of these Wash- 
ington conferences endorsed several initiatives to increase competi* 
tion similar to those in the proposed legislation. 

From the private sector, economic forces appear to be creating 
opportunities for air carriers to use 50- to 70-seat regional jets. Re- 
gional jets can improve the quality of air service on existing routes 
when carriers substitute them for turbo props and can provide new 
services for routes that turbo props cannot economically serve. 

Mr. Chairman, in the final analysis, deregulation of the airline 
industi^ has been a positive development for many but also has re- 
sulted in some negative, unanticipated consequences for some. The 
problem is multi-faceted; it will require a multi-faceted solution. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Anderson follows:] 

Pbeparbd Stateubnt op John H. Andebson, Jr., Director, Transportation 
IssuRS, Resources, CowwuNnY, and Economic development Division, US. 
General Accounting OpyicE 

Mr. Chairman and Memben of the Committee: We appreciate the opportunity to 
testify on the air service problems thst some communities have expenenced sinoe 
the dei^ulation of the airline industiy in 1978. AiHine deregulation has led to 
lower airfares and better service for most air travelers, laigely because of increased 
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competition spurred by the entiy of new airlines into the industiy and eatablished 
aiiimefl into new mantets. As we reported in A^l 1996, however, some airporta — 
particulariy thoie serving small and medium-aized communities in the East and 
upper Midwest — have not experienced such entr^ and thus have experienced hi^er 
farea and leas convenient service since deregulation.* In an October 1996 report and 
teatinkonies earlier this year, we reported that certain induatiy practices, such as 
nitridive gste-leuing arrangements at a number of key hub airports in these re- 

SloDS, have contributed to these problems.* We concluded that the fiill benefits of 
eregulation have yet to be realized because of problems with acceas to certain air- 
... «. . - ., ._..,. — . iplt^edh 

ir_prior 

.„ _^ ,^ _j — T ^f Trsinsp^-,^, — 

_n connection with those fhtdtmn. We will also discuss how the draft Aviation 

Competition Enhancement Act of 1997 and other initiatives seek to address those 
probMms. 
In summary; 

• A combination of factors continues to limit entry at airports serving small- and 
medium-sized conmninities in the East and upper Midwest. 'Riese factors include 
Uie dominance of routes to and from those siiports by one or two traditional hub- 
and-spoke airiines' and operating barriers, sudi as slot controls* and long-term ex- 
clusive — use gate leases at hub airports. In contrast, the more wide-spread entry of 
new airlines at airports in the West and Southwest since deregulation — and the re- 
sulting geographic differences in fare and service trends — has steiruned largelv from 
the greater economic growth in those regions as well as from the absence of domi- 
nant market positions of incumbent airlines and barriers to entry. 

• We have found that little progress has been achieved in lowering the barriers 
to entiy since we first reported on them in 1990.' Slot controls continue to blodt 
entry at k^ airports in the East and upper Midwest. We recommended that DOT 
take actions to promote competition in regions that have not experienced lower fares 
aa a result of airline deregulation by creating a pool of available slots by periodically 
withdrawing some grancuathered slots fiom the major incumbents and redistrib- 
uting them in a fashion that increases competition. Moreover, we suggested that, 
alMent action by DOT, the Congress may wish to consider revising the legislative 
criteria that govern DOT'S ^nting slots to new entrants. We also sagg ' ' "^ * 
the Congress consider granting DOT th ' - ' 
l^-case basis to the penmeter rule" at 
vnll substantially increase competition. 

• In reaponae to our recommendationa, DOT indicated that it would reviae its re- 
strictive interpretation of thele^sletive criteria governing the granting of new slots. 
On October 24, 1997, DOT announced its decision on some of the pending requests 
fw slot exemptions and set forth its new policy on slot exemptions. DOT also is eval- 
uating how effectively slots are beii^ used and it is formalizing a policy that will 
identi^ anticompetitive behavior as a precursor for formal enforcement adion. 

• The proposed Aviation Competition Enhancement Act of 1997 addresses three 
barriers to competition: slot controls, the perimeter rule, and predatory behavior by 



• Increasing competition and improving sir service at airports serving small- and 
medium-sized communities that have not benefited from fare reductions and/or im- 
proved service since deregulation will likely entail a range of federal, regional, local, 
and private-sector initiatives. Recent national and regional conferences are exam- 
plea of efforts to pool available resources to focus on improving the airfares and 



'Airline Dereenlation: Changes in AirTares, Service, and Safety at Small-, Medium-Siied, and 

Large Conuiranitiea (GAO/RCEN-96-79. Apr. IS, 1 996). 

'Airline Deregulation: Barneis to Enliy Continue to Limit Competition in Several Key Do- 

C MaitelS (GACVBCED'S7-4, Oct. 18, 1996); Airline Densulation: AddreBsii« the Air 

- "--"--» of Some Communities (GACVr-RCED-97-187, Juno 25, I997>, and Domestic 

— ■- *■ ■- "- ■■ ■ '■ 't BeneBW of Airline Derwilation {GACMT-RCED' 

. ___, ^ __, a are listed at the end of tfosiUtemenL 

'These airlines include the nations seven largest: American Aiiiinea, Continental Airlines, 
DelU Air Lines, Northwest Airlines TWA, Unileir Airlines, and US Airwaya. 

*!>> minimize congestion snd reduce (light delays, the Federal Aviation Administmtian has 
since 1969 set lindta on the number oroperationB (takeofTs or landings) that can occur during 
certain periods of the day at four coneested airpcrta Chicago OUare, Washinglon National, and 
New Yon Kennedy snd I^Guardia. The authority to conduct s single operation during those 



■Airline Dersgolaticn Bsrrien to Entiy Continue to Limit Compelitian in Several Key Domes- 
tic MaikeU CGAD«CED-9T-4, Oct 18, 1996). 

■Rules governing efierationa at New YoA's LsGuardia and Waahingttin'a National airpcsts 
prohibit flights to and fhsn those aiTports that exceed a certain distance. 
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M gmt«s — mf^ «1m be needed to further uneliorate ci 



s improve _ -- ■ 

BtAntiat recional difierencn exist in fare and service trenda, particulariy tamma 
■mail- ana medium-uzed communis airports. A primaiy reason for meae dil- 
rerencei haa been the greater degree of ecommic powth that haa occurred over the 



Sast two decadei in larger oonununities and in me West and Southwest. In par- 
cnlar^ we noted that most low-fare airlines that begs '' — ''" ' ' *— 

" ad Ai 
n the 

eral^ avoided serving small- and medium-sized communis airports in Uie Ea^ and 



ticnlar, we mted that most low-fare airlines that began interstate air service after 
deregulation, such M Southwest Airlines^ and Amenca West, had decided to enter 
airports serving communities of all sizes in the West and Southwest because of 
those communlues' robust ecommic nowth. By contrast, low-fare carriers had gen- 



upper Midwest, in part because of the slower growth, harsher weather, and greater 
ainort congestion in those regions. 

Our review of the trends in fares between 1979 and 1994 for a sample of 112 
small-, medium-sized, and large-community airports* identified 15 airports at whidi 
fares, adJuated for innation, had declined by over 20 percent and 8 airports at which 
fares had increased bv over 20 percent. Each of the 16 airports where fares declined 
was located in the West or Southwest, and low-fare airlines accounted for at least 
10 percent of the passenger boardings at all but one of thoae airpoits in 1994.* On 
the other hand, eiuii of the ei^t airports where fares had increased by over 20 per- 
cent since deregulation was located in the Southeast and Appalachia. 

Our April 1996 report also revealed similar lindings concerning the trends in serv- 
ice quantity and quality at the 112 aiipoTts. Large communitiea in general, and 
conununities of all sizes in the West and Southwest, had experienced a suhatantlal 
increase in the number of departures and available seats as well as improvements 
in sudi service quality indicatois as the number of available nonstop destinations 
and the amount of jet service. However, without the cross-subsidy pieaent under 
regulation, fares were expected to increase somewhat at airports serving small- and 
medium-sized communities, and carriers were expected to substitute tui«opn>p serv- 
ice for jet. Over time, smaller and medium-sized communities in the East and upper 



Midwest had gener^ly experienced a decUne in tlw quantity and quality of air serv- 
ice. In particular, these communities had experienced a sharp decrease in the num- 
ber of available nonstop destinations and in the amount of jet service relative to tur- 



bopriH) service. This decrease occurred Urgely because established airlines had re- 
duced jet service from these airports since deregulation and deployed turixipropa to 
link the oommonitieB to those airlines' major bubs. 

We subsequently reported in October 1996 that operating barriers at key hub air- 
ports in the East and upper Midwest, tembined with certain marketing strategies 
of the established carriers, fortified established carriers' dominance of those hub air- 
ports and routes linking uiose hubs with nearby small- and medium-sized commu- 
nitv airports. In the upper Midwest, there is Himted competition in part because two 
aiiiines control nearlv 90 percent of the takeoff and luiding slots at OUare, and 
one airline controls tne vast majority of gates at the airports in Minneapolis and 
E)etroit under long-term, exchiaive-use leases. Similarty, in the Southeast and Appa- 
ladiia, one airline controls the vast majority of gates under exclusive-use leaaea at 
Cincinnati, Charlotte, and Pittsburg. (Mnal]j% in the Northeast, a few established 
airiines control most of the slots at National, LaGuardia, and Kennedy. Aa a result, 
the ability of nonincumbenta to enter these key airports and serve nearby small- 
and medium-siEed communitiea is very limited. 

Particularly for several key markets in the upper Midwest and East, the relative 
si^ificance of those operating barriers in limiting competition and contributing to 
bi^er airfores has grown over time. As a result, our October 1996 report, wnidi 



^ Befim der^ulab 



Dir about two-thjnk of all domestic airline departnne and paisch^ _..^ 
United Slates. We deflned amall communiti«a is those vrith a metropoliUn aUI 
lalion of 300,000 or leas, mediunv«iied cmuniinitiea ai those with s metin 
ana popolatian cT 300,001 to 600,000, and large 



rea pD]»ilation oT 1.6 minion_or 



Of the 10 aiiporla, 6 serve anian comnmniliea, G anve madiiun^iied 
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specifically addreued th« eflecU of slot snd perimeter rules, recommeoded that 
DOT take action to lower those batrien, flind highli^ted areas for potentiaJ congres- 
sional action. 
Slots 

To reduce congestion, FAA has since 1969 limited the number of takeoffs and 
landings that can occur at OUare, National, LaGuardia, and Kennedy. By allowing 
new aiiiines to form and established airlines to enter new markets, deregulation in- 
creased the demand for access to these airports. Such increased demand complicated 
Fllfs efTorts to allocate takeoff and landing slots equitably among the airlmes. To 
minimize the government's role in the allocation of slots, DOT in 1985 began to 
alk>w airlines to buy and sell them to one another. Under this *Buy/SeU Rule,* DOT 
'grandfathered" slots to the holders of record as of December 16, 1985. Emphasizing 
that it still owned the sbts, however, DOT randomly assioned eadi slot a priority 
number and reserved the right to vriuidraw slots fium the incumbents at any time. 
Id addition, to mitigate the anticompetitive efTecte of grandlathering, DOT retained 
about 6 percent of uie slots at OUare, National, and LaGuardia and in early 1986 
distributed them in a random lotteiy to airlines having few or no slots at those air- 
In August 1990, we reported that a few established carriers had built upon the 
favorable positions they inherited as a result of grandfathering to such an extent 
that they could limit access to routes beginning or ending at any of the slot-con- 
trolled airports."' We also reported that while uie lottery was succeaslul in placing 
alota in the handa of some entrante and smaller incumbente, the effect on entry over 
the long term was disajipointing, in paK because maiw of the lottery winners subse- 
quently went out of business or merged with an established carrier. 

Recognizing the need Ibr new entry at the slot-controlled airports, the Oonness 
in 1994 created en exemption provision to allow additional slots for entry at Ofiare, 
LaGuardia, and Kenneiqr when DOT "finds it te be in the public interest and the 
circumstances to be exceptional."** In October 1996, we reported that the level of 
control over slots by a few established airlines had increasea even further (see app. 
1), We found that tne exemption authority, which in effect allows DOT to issue new 
slots, resulted in little new entry because DOT had interpreted the "exceptional cir- 
cumstances" criterion very narrowly. DOT had approved applications only to provide 
service in markets not receiving nonstop service. We found no congressional guid- 



ance, however, te support this interpretation. As a result, little new entry occurred 

at these ainiorts, which is crucial t 

eastern and midwestem markete. 



at these ainiorts, which is cruciaj to eatabli^ing new service in the heavily traveled 



In our 1990 report, we outlined the pros and cons of various policy options to pro- 
mote airline competition. These options included keeping the Buy^ll Rule but peri- 
odically withdrawing a portion of slots that wei« grandfathered to the major incum- 
bents and reallocating^ them bv lottery. Because the situation had continued te wors- 
en, we recommended in our October 1996 report that DOT redistribute some of the 
grandfathered sloto to increase competition, taking into account the investments 
made by those airlines at each of the slot-controlled airports. We also said that if 
DOT did not diooae te do ao, the Congress may wish te consider revising the lerasla- 
tive criteria that govern DOT's exceptional circumstances provision so that DOT 
could consider competitive benefite as a key criterion in deciding whether or not to 
grant slote to new entrants. 
Perimeter Ruits 

At I^Guardia and National airports, perimeter rules prohibit incoming and out- 
going fli^ite that exceed L500 and 1,260 miles, respectively. The perimeter rules 
were designed to promote Keimedy and Dulles airports as the long-haul airports for 
the New York and Washington metropolitan areas. However, the rules limit the 
ability of airlines based in the West to compete because those airlines are not al- 
lowed te serve LaGuardia and National airporte IVum markete where they are 
strongest. By contrast, because of their piuximi^ to LaGuardia and National, each 
of the seven largest ertablished carriers is able to serve those airports from ite prin- 
cipal hub. 



"Airiine Compebtion: Induitiy Openting and MBAeting Practices Limit Market Eotiy 
(CACWlCED-90-147, Aug. 29, 1990). 

**FAA Authoriiataon Act of 19S4, P.L. 103-306 section 206. The number of (lights at Na- 
tjooal Airport is (brther limited by fedenl law to addnas local concerns about noise. As s reaolt 
air these additional limits, the Congresi chose not to extend DOTs osemption authori^ to include 
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While the limit at LaGuardia waa eaUblished by the I\>rt Authori^ of New Yoik 
& New Jeney, National'a perimeter rule is federallaw. » Thua, in our October 1896 

atantially increaae competition. We (Ud not recommend t£at the rule be 

becauae removing it could have unintended negative conaequenoea, aud) aa rednciog 
the amount of aervioe to Bmaller communitiea m the Northeaat and Soatheut. lUa 
could happen if mayor slot holders at National were to ahift th^ aendca &«m 
amaller oommunitiea to take advantage of more profitable, longer-haul ront«a. As a 
result, we concluded that a more prudent coune to increasing competitian at Na- 
tional would be to examine propoaed new services on a caae-t^-caae baaia. 
Long-Ttrm, Exeluewe-Use Gale Leaaea 

Our reports have alao identified restrictive gate leases as another barrier to estab- 
lishing new or expanded service at some airports. These leasM permit an airline Is 
hold exclusive ri^ts to use most of an ainiort's gates over a bng period of Ume, 
commonly 20 yean. Such bng-term, exclusive-use gate leases prevent nomncnm- 
bents from securing neixaaajy air^rt faeilitiea on equal terms with incumbent air- 
lines. To gain aoceaa to an airport in which most galea are exclusively leaaed, a non- 
incumbent must sublet gates from the incumbent airlineH — often at nonprBfeTred 
times and at a hi^er cost than the incumbent pays. Since our 1990 report, aaam 
airports, such as Los Angles International, have attempted to regain more contnl 
of their facilities by sigmng less restrictive, shorter-term leases once the exdusive- 
use leases expired. Nevertheleaa, our October 1996 report identified aeveral airports 
in which ent^ waa limited because moat of the gates were under long-term, exdu- 
aive-uee leases with one airline. 

Although the development, maintenance, and expansion of airport facilities ia ea- 
sentially a local responsibility, moat airporta are operated under federal reatrictions 
that are tied to the receipt of federal grant money from PAA. In our 1990 report, 
we suggested that one way to alleviate the bamer created by exclusive-uae gate 
leases would be for FAA to add a grant restriction that ensures that some gates at 
an airport would be avcdlable to nonincumbenta. Because many airports have taken 
steps since then to ^gn less restrictive gate leases, we concluded in our 1996 r«part 
that such a broad grant restriction was not necessary. However, to address the re- 
maining [»x)blem areaa, we recommended that when disbursing aiiport improve- 
ment grant moneys, FAA give priority to those airports that do not teaae the vast 
majority of their gates to one airline under long-term, exchiaive-use terms. 

dot's recent announcements indicate wilungness to increase c 

In response to our October 1996 report, DOT stated in Januaiy of thia year that 
it aharea our concerns that barriers to entry limit competition in the airline induB- 
try. The agency indicated that it would include competitive benefits aa a factor when 
determining whether to grant slots to new entranta under the exceptional cir- 
cumstances criterion. DOT also committed to giving careful considetBtion to our rec- 
ommendation that it create a pool of available slota and peiiodicaUy reallocate them, 
but that it might choose to pursue alternative means to enhancing competition. On 
October 3. 1997, DOT announced that it would soon publicly isaue a number of iiii> 
tiatives aimed at enhancing competition. Two of thoae initiatives related to identi- 
fied problems; providing access to hi^-density airports through slot exemptions and 
gallM - ^ ■ 

-Octob , .__ 

for slots at OUare and LaGuardia airports. On Friday. October 2i, 1997, DOT 
iaaued its dedaion on some of the requests for slot exemptions and set forth ita new 
policy on alot exemptions, whidi has been expanded to take into account the need 
for increaaed competition at the skt-contnilled airports. Because some in govern- 
ment and academia believe that sbts at some airports may be underutilized. DOT 
is also evaluating how effectively slots are being used at these airports, 

Finally, DOT haa expreaaed concern about potentially over-uKreaave attempts by 
some established carriers to thwart new entry. AcconUng to DOT, over the past 16 
months, there has been an increasing number of allegations of anticompetitive prac- 
tices, such as predatoiy conduct, aimed at new competition, particularly at maior 
network huba. DOT is formulating a i>oU<^ that will more clearlv deline^e what ia 
acceptable and unacceptable behavior in tne area of competition oetween m^jor car- 
ries at their huba and smaller, low-cost competitors. This polity is to indicate those 
factors DOT will consider in pursuing remedieB throu^ formal enforcement actions. 

"The MetmpoltUui Wsihington AiiporU Act of 1966 (P.L. 99-691, sec. 0012). 
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petition: slot oontrola, Qm perimeter rule, and pre&toiy beliavior by air camera. 

Ibe UU would create a mechaniam by whuh DOT would increase accesa to the 
alot-controUed airports. Under the draft legislation, where slots are not available 



■udi a praceaa abould be used and its potential impact. Our recommendation r 
niaed the aensitivities with withdrawing and reallocating slota from one airiine to 
another iy stating that sudi a procesa should take into account the investments 
made by the estaBlisbed airlines. The proposed bill does not specify detaila about 
how DOT should implement this procesa. Because of the sensitivitJeB in maldng any 
reaUocations, DOT would need to carefully consider balancing the goals of increas- 



'°1fi°b 



Airport under certain drcumstanceB. There are legitimate concerns about whether 
or not exemptions to the rule would negatively afTect the noise, congestion, and safe- 
ty at Washington National, as well as air service to and from different communities 
witidn Uie perimeter. Tbe bill addresses these concerns by specifying that onfy stage 
S aircraft (aircraft that meet FAA'a most stringent noiae standards) can be used and 
that exemptions would not be allowed to affect the number of hourly commercial op- 
erations at National Airport. "Rie bill further specifies that the Secretary certify that 
whenever exemptions to the rule are eranted, noise, congeation, and safety will not 
deteriortUe relative to their 1997 levels. The Secretary must similarly certify that 
air service to communities within the existing perimeter will not worsen. 

Finally, the bill also contains a provision intended to limit the time that DOT has 
to respond to complaints of predatjiiy behavior. As we noted previously, because of 
its concerns in this area, DOT plans to announce a polin that will more clearly de- 
lineate the factora it will conaiaer in pursuing remeoies through formal enforcement 

RANGB Of INITIATIVES WILL LIKELY BE NEEDED TO ADDRESS AIR SERVICE PROBLEMS 

Because a variety of factora has contributed to higher farea and poorer service 
that some amall- and medium-sized communities in the East and upper Midwest 
have experienced since deregulation, a coordinated effort involving federal, regional, 
local, and private-sector initiatives may be needed. In addition to COTs planned ac- 
tions and the proposed legislation, several public and private initiatives that are 
currently under way, as well as other potential options, are discussed below. If suc- 
cessful, these initiatives would complement, and potentially encourage, the increas- 



Regional, State, and Local Initiativei 

Recognizing that federal adjons alone would not remedy their regions' air service 
probtema, several airport directora and community diamber of conunerce officials in 
the Southeast and Appaladiian regions recently initiated a coordinated effort to im- 
prove air service in tneir r^ons. As a result of this eflbrt, several membera of Con- 
greas from the Southeast and Appalachian regiona in turn orsanized a bipartisan 
caucus named "fecial Places of Kindred Economic Situation (SPOKES). Among 
other things, SPOKES is designed to ensure sustained consumer education and co- 
ordinate federal, state, local, and private eflbrta to address the air service problems 
of comminities adversely aflected since deregulation. Two SPOKES-led initiativea 
under way include establishing and developing a Website on the Internet and con- 
vening periodic "national air service rounatames" to bring together federal, state. 



bthmd Biota could be wilhdnwn initiallv and 
sfto'. It generally definea a Hmiled incumbent a 

DigiiizodbyGoO'^lc 



tial aoliitioiiB to air service prablen 
held in Chattanooga. 

A key ooncluaion of the Pebruaty 1997 raundtabk waa that greater ragkiiuU, 
state, and local eiToita were needed to promote ecooomic gniwth and attract eatab- 
lished and new airlines alike to serve imall- and medium-aized maiketa in the East 
and upper Midwest. Suggested initiatives included (1) creating reraonal trade asao- 
ciations compoaed of state and local otliciala, airport directors, ana Inisinesa execu- 
tives; (2) oflering local financial incentives to nonincumbents, such as Rnarmteelng 
a specified amount of revenue or providing promotional support; ana (3) commu- 
nities' aggressive marketing efTorts to airUoes to spur economic growth. 
Prwate-Seclor InitiaUots 

To grow and prosper, businesses need convenient, afTordable air service. As a re- 
sult, Dusineisei located in the affected communities have increasiDgly attenmted to 
address their conununities' air service problems. Perhaps the most visible of these 
efibrtB has been the formation of the Business Travel Contractors Corporatioa 
(BTCC) by 45 corporations, including Chiysler Motors, Procter ft Gamble, and Bladt 
ft Decker, llieae corporatioiu fbrmed BTCC because they were concemed about the 
hi^ farea they were paying in markets dominated by one established airline. BTCC 
held national conferences in Washington, D.C., in April and October 1997 to exam- 
ine this problem and explore potential maiket-based initiatives. At BTGCb October 
conference, attendees endorsed the concepts of (1) holding periodic slot lotteries to 
provide new entrant carriers with access to slot controlled airports, (2) allowins new 
entrants and other small carriers to serve points beyond Washington NationaTa pe- 
rimeter rule, and (3) requiring DOT la issue a policy addressing anticompetitive 
practices, and specifying the time frames within which all complaints will be acted 

Regional Jets 

In addition to public and private-sector initiatives, the incressing use of 50- to 70- 
seat regional jets is improving the quality of air service for a growing number of 
communitiea. Responding to consumers' preference to fly jets rather than turboprop* 
for greater comfort, convenience, and a perceived hi^er level of safe^, eominul«T 
aflillates of established airlines are increasiDgly usuia regional jets to (1) replace 
turboprops on routes between established airunes' huDs and small- and meiBum- 
sized communities and (2) initiate nonstop service on routes that are either uneco- 
nomical or too great a distance for commuter carriers to serve with slower, higho^ 
cost, and shorter-ran^ turboprops. 

Because regional jets can generally fly several hundred miles farther than 
turboprops, commuter carriers will be able to link more cities to established airline^ 
hubs. To the extent that this occurs, it could increase competition in maxiy small- 
and medium-sized communities by providing oonsumera with nure service options. 

Mr. Chainnan, this concludes our prepared statement. We would be elad to re- 
spond to any qurations that you or any member of the Subcommittee may nave. 

APPENDKI 

Percentage of Domestic Air Carrier Slots Held by 
Selected Groups 



OthwuUU 



dbyGooc^Ic 



Pwcentaie ot Domestic Air Carrier SMs Held by 
Selected Groups-Continued 








HnumMHnm 


I9t6 


mi 


IMt 


IWional: 


li 
58 



17 


43 
42 










11 









Smkc (KTi t«tnX il M) hH FU. 

The Chairman. Thank you very much. 

Mr. Murphy, in August 1990, the General Accounting Office sug- 
gested that several options could open up the slot market and pro- 
mote new entry. In its October 1996 report, GAO Eigain stated that 
little new entry has taken place at the high-density airports." 

What actions has DOT taken since 1990 to implement the rec- 
ommendations made by the GAO that would increase competition. 

Mr. Patrick Murphy. Mr. Chairman, the activity I would point 
to are the very few slot exemptions we granted after legislation in 
1994, whid) allowed us to grant exemptions when we found there 
were extraordinary circumstances. We did that for some essential 
air service communities and for, I believe, one or two new entry 
carriers. 

But we used that authority very sparingly because of the word 
"extraordinary" in the legislation. When C^O recommended to us 
last fall that we be more aggressive, we took them up on that re- 

§uest and I think that our^ecision on FViday, where we granted 
1 slot exemptions, demonstrated that we're serious about that and 
we intend to deal with the remaining applications in the near fu- 
ture. 

The Chairhan. And yet, you refuse to take a position on the pe- 
rimeter rule? 

Mr. Patrick Murphy. Our position on the perimeter rule, as it 
was on the Wright amendment, is that that's a matter, we think, 
for the Congress and the local community to decide. 

The CHAmMAN. Mr. Dillingham, GAO stated that the perimeter 
rule is a barrier to competition. How would modifying the perim- 
eter rule enhance competition? 

Mr. Dillingham. Mr. Chairman, I think I'd like to say, first, that 
the perimeter rule is only one barrier to competition and there are 
others. 

But if the perimeter rule was in fact modified, it would provide 
an opportunity for more service from National — non-stop service. It 
would also perhaps provide an opportunity for a low-cost service 
and bring more passengers and more travelers into the system. 

The Chairman. Tha:% you. 

Senator Ford. 

Senator Ford. I was just trying to retain a thou^t here, Mr. 
Chairman. Ill write it down. 

Thank you, Mr. Chairman. 

Mr. Murphy, in response to questions following the May 13 hear- 
ing, DOT stated that a reallocation had "a nurnber of drawbacks." 
DOT also stated that, "Taking slots firom incumbents will eliminate 
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service and this would have to be wei^ted against potential com- 
petitive benefits." DOT also said that, "it is not clear that a large 
withdrawal is called for given the fact that each city involved has 
an alternative service at airports that are not slotted — slots-con- 
trolled." 

Do you still agree that taking slots from one group of carriers 
and giving them to another will eliminate service to a number of 
maricets that could be disruptive? 

Mr. Pathick Murphy. I do agree with that statement, Mr. 
Chair — Senator. 

Senator FORD. I like that. That's all ri^t, we'll get it back. 
[Lau^ter.] 

Well get it back. 

Mr. Patrick Murphy. We intend, Senator, to conduct in the com- 
ing months a full analysis of how slots are being used to deter- 
mine — ^if there was some reallocation — where the impacts would 
fall. But clearly, this — in some ways — ^would be a zero sum game. 
That is, slots would come ti'om some markets to be added to others. 
There would be winners and losers. 

Senator Ford. As there are today? 

Mr. Patrick Murphy. Yes, sir. 

Senator Ford, Now, has the Department or GAO, Mr. 
Dillingham, done a risk analysis to determine which carriers and 
communities are most likely to lose slots and service to the slot- 
controlled airports? 

Mr. Dillingham. No, sir, we have not done such a risk analysis. 

Senator Ford. Mr. Muiphy, do you know? 

Mr. Patrick Murphy. No, Senator, and that's what we intend to 
do in the coming months. 

Senator FORD. So it's important for us to have this information 
to find out who will be hurt and who will be helped and how it 
spreads. Does DOT today tell carriers where they can use each of 
the slots they now hold? Would you need to r^ulate the use of 
slots to protect small and medium communities as proposed under 
this bill? 

Mr. Patrick Murphy. We do not tell carriers where to use their 
slots today. Should there be a reallocation, there would have to be 
some restrictions on the way those slots are distributed or they 
would end up being bought and sold and back to the original own- 
ers. 

Senator Ford. So, if you get a slot today, are we going to say to 
these carriers that now hold them, "Were going to take your 9 
a.m., slot, we're going to take your 12 noon slot, and we're &nne 
to take your 5 p.m. slot and give it to a new carrier." Is that Kind 
of what we're thinking about here? 

Mr. Patrick Murphy. Yes, Senator. If we did a reallocation, we 
would have to take them from different time blocks and the car- 
riers who lose them would then have to rearrange their schedule 
and determine which markets would lose air service. 

Senator Ford. Are you telling me all those that are coming into 
Cincinnati that I drive 2 hours to get to an airplane to fly to Cin- 
cinnati, if they take a slot away that — from — that would come Cin- 
cinnati to Nashville, they'd take another slot and maybe put it into 
Atlanta and come up here and I would be denied the ability to fly 
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in there as a kind of a feeder system and I would lose out on the 
flight here? 

Mr. Patrick Murphy. Yes, sir. That could happen. 

Senator Ford. Another reason I should be against this bill. 
[Lau^ter.] 

There's an economic impact here that bothers roe, and Fm not 
sure I understand all of it, but we went through protracted effort 
here to try to work out Dulles, National, and BWI. We built the 
toll road or road out — FAA. did — ^to Dulles, and that was the east- 
west coast and international and we did everything to put that air- 
port togetJier and improve it. 

And then when we went to all the trouble to work out the Metro- 
politan Washington Airport Authority, they invested a whole lot of 
money. And when thev built or rebuilt National, the major airlines 
there as I imderstand it have signed a contract witJi National to 
underwrite bond issues and to pay for that. 

Now, if we take a slot away, who is still responsible for under- 
writing that — the m^or airlines that are there, or this new entrant 
that we are so anxious to give a slot? Will tliey now undervrrite the 
bond issue? 

Mr. PATRlcac MuRPHV. I don't know the answer to that question, 
sir. 

Senator Ford. Well, my judgment is that a new airline — a small 
airline — would not have the financial ability to write it and Metro- 
politan Washington Airport Authority would be crazy as hell to get 
them to sign in place of Delta or American or Continental or US 
Airways. You wouldn't do that, would you? 

Oh, never mind. Ill answer it for you. No, you wouldn't [Laugh- 
ter.] 

Mr. Patrick Murphy. Thank you, Senator. 

Senator Ford. Yeah. So we've got a real economic problem here 
that goes well beyond slots because people have invested time and 
money in the whole area. This is just not one the perimeter rule 
fits into, and it's all based on we invested $2 billion in t^ree air- 
ports and they're working well. 

Southwest is not up here jumping up and down to get slots at 
National. They're going to BWI. 'Theyre not in the high-density air- 

Krts. They're not in the ones that are going to have to underwrite 
nds, you know? And so they're low cost. 

But we've got the majors that are here, and now we're tiying to 
drive them out. It just doesn't make sense to me. I've got the cau- 
tion over there and I know it may mean two things, so [Lau^- 
ter.] 

Mr. Dillingham, real quick, given DOT'S action last Friday, do 
you still believe that DOT is interpreting its authority as it relates 
to the ability to issue slots exemptions too narrowly? 

Mr. Dillingham. No, sir. 1 mean, they clearly 

Senator Ford. That^s good enough, that's good enough. [Laugh- 
ter.] 

Tliank you, Mr. Chairman. 

The Chairman. Would you like to finish your answer, Mr. Mur- 
phy? 

Mr. DiLUNGHAM. I was just 
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Senator Ford. 'Hiat was a good answer, Mr. Chairman! [Laugh- 
ter.] 

Mr. Dillin^am, do I- 

Mr. Dillingham. Do I have to get into this, Mr. Chairman? 

Senator Ford. Oh, no you don't, either, no! [Laughter.] 

Mr. DiLLINfaiAM. I'm fine. [Laughter.] 

The Chairman. Senator Gorton. 

Senator Gorton. Mr. Murphy, a recent Salomon Brothers report 
stated that marlcet share analysis shows that at the 50 largest U.S. 
airports there is "an unprecedented degree of concentration in the 
airline industry." Do you agree with that? 

Mr. Patrick Murphy. I don't disagree with that. We tend to look 
at competition in terms of city pairs and not eiirports, but I don't 
disagree with that. Senator, no. 

Senator Gorton, But there are a number of those 50 latest air- 
ports into which market entry is atill relatively free, are there not? 

If you started a new airline, at many of those airporte, you could 
find slots, landing times, and so on. 

Mr. Patrick Murphy. Most of those airports. But for four air- 
ports, they are all open, Senator. 

Senator Gorton. Now let's toke a comparison. You know, rieht 
here, we have one slot-controlled airport and two that are not. Are 
prices for passengers distinctly more competitive for flights out of 
Dulles and BWI than they are out of National? 

Mr. Patrick Mlirphy. It's my understanding that prices are dis- 
tinctly more competitive out of BWI, where a numl»r of low-fare 
carriers have chosen to operate. 

Senator GORTON. But not out of Dulles? 

Mr. Patrick Murphy. National has the highest fares in the re- 
gion, so Dulles would fall in the middle. 

Senator Gorton, Now, how about — in New York, you have two 
with controls and one without. Is there any price distinction be- 
tween Newark and the two slot-controlled airports? 

Mr. Patrick Murphy. Yes, there is. Senator. LaGuardia is the 
highest-fared airport in the New York region, Newark would be the 
lowest-fared airport, smd JFK would fall in the middle. 

Senator Gorton. So I guess it would be fair to say that however 
much competition we want with respect to airlines, it's going to be 
hard to create that competition when a new entrant can't get into 
a particular airport or it can only get into it at a particularly ex- 
pensive level. Is that not correct? 

Mr. Patrick Murphy. Yes, it is. Our preference would be, Sen- 
ator, of course, that all of the airports in a perfect world would be 
wide open to all of the airlines. 

Senator Gorton. But we're never going to have that, are we? 

Mr, Patrick Murphy, No, we're not, sir. 

Senator Gorton. And so what we're attempting to do is to see 
if we can bring at least a degree more competition into those 
crowded airports. Is that right? 

Mr. Patrick Murphy, We would like to see that, yes, sir. 

Senator Gorton. And isn't the control of any airport, the control 
of the landing slots at any airport that's, say, in excess of 50 per- 
cent by a single airline, automatically non-competitive? 
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Mr. Patrick Murfhy. We have many hub airports around the 
country where one carrier has more than a 50 percent market 
share whether or not there are slots involved. We nnd that where 
that happens, the fares are higher. We would like to set some 
guidelines in the future for what is the appropriate form of com- 
petition at those hub airports, because some of the new low-fare 
carriers tell us it is very oiflicult to go in and compete at those air- 
ports because of business practices of the dominant hubbing car- 
riers. 

Senator GoRTON. That brings me to my next question. I assume 
that you're familiar with the situation in Mobile, that as soon as 
Vali^et Emnounced that it was pulling out, Delta jacked its rates 
up very substantially? 

Mr. Patrick Murphy. I'm very familiar with that, Senator, yes. 

Senator Gorton. You doing anything about that? 

Mr. Patrick Mubfhy. We have not done anything about that ex- 
cept that we have used that as one of the examples that we and 
the Justice Department have analyzed as we are attempting to de- 
velop these written guidelines for what is the appropriate kinds of 
competition. 

That involves service from a dominated hub — ^Atlanta — to a 
spoke point and a low-fare airline and is the kind of behavior that 
we are concerned about. 

The Chairman. And haven't — excuse me to interrupt. Haven't 
you seen a number of other practices the exact same way, like out 
of Chicago? 

Mr. Patrick Murphy. We have seen quite a few other examples 
of that. 

Senator GoRTON. Well, now, has DOT ever actually taken action 
against that kind of practice? 

Mr. Patrick Murphy. We have never taken a formal action. No 
formal action has been taken since airline deregulation in 1978 
a^nst that kind of behavior. 

\Ve have jawboned informally with carriers on a number of occa- 
sions. I was tallying up last ni^t — we have had 14 visits from low- 
fare carriers in the last 2 or 3 years complaining about behavior 
of tJie m^or carriers. 

In about half of those instances^ we have either done a formal 
investigation or jawboned the m^jor carrier. But we have never 
taken a formal action or set down a formal investigation. We have 
also referred several of these to the Justice Department, and they 
have looked at them informally. 

Senator Gorton. And how long on average does it take — does it 
require you to take even informal action? 

Mr. Patrick Murphy. A full, informal look at these has taken 
close to a year. In one instance, we collected 13 boxes of material 
and computer tapes to analyze the pricing practice of the major 
carrier. We are using that information in developing these guide- 
lines that we've talked about. 

Senator Gorton. Well, now, let's take those particular 13 boxes. 
As a result, did you take any informal action that had any positive 
impact on passenger fares and flight availability? 

Mr. Patrick Murphy. We took no formal action. I think the 
m^jor carriers are aware of our and the Justice Department/s inter- 
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est in this. Whether our interest has had any effect on their behav- 
ior, I do not know, but we intend to use all of that information to 
set down tiiese guidelines. Then, with those guidelines, should we 
see behavior that we think is inappropriate, we would set the mat- 
ter down for a formal invesUgaUon before an administrative law 
judge. 

Senator Gorton. One more question. I understand that at the 
Business Travel Contractors Corporation's airline competition sum- 
mit, you were reported to have said that the Department, working 
in conjunction with the Justice Department, is nearly ready to dis- 
cipline at least one m^or airline for predatory practices directed at 
a smaller competitor. Has either department followed through yet 
on your prediction and if not, why not, and when? 

Mr. Patrick Murphy. I think that prediction is not precisely 
what I had said. Senator. We used the information we garnered in 
that full investigation and what I was tr^ng to suggest or predict 
is based on that. We would soon be issuing our guidelines, and in 
the future, should we see such similar behavior with those guide- 
lines in place, we would ^ against a major carrier. 

Senator Gorton. So discipline against at least one m^jor airline 
is not imminent? 

Mr. Patrick Murphy. No, it is not imminent. 

Senator Gorton. Thank yoii, Mr. Chairman. 

The Chairman. Senator Rockefeller. 

Senator Rockefeller. Thank you, Mr. Chairman. It strikes me, 
I would just say to our witnesses, that this really is an absolutely 
hugely important debate and that some may look upon it as ar- 
cane — perimeter rules, preemptory pricing, predatory pricing, etc. 

But it/s really about tne future and the nature of our countiy. 

Mr. Dillingham, the GAO did a study in 1996 and you indicated 
that medium and large airports — well, you basically said that the 
West and the Southwest have benefited from deregulation. Com- 
munities in the Southeast and along the Appalachiein corridor have 
suffered most. 

What I get — the point I guess I want to make is that this isn't 
just sort of about putting legislation together. This is really about 
the fiiture of States. I can remember up until deregulation that 
American and Eastern and United regularly servicetithe airports 
of West Virginia. And, you know. West Virginia isn't as big as a 
lot of other States, but those of us who represent it feel pretty 
strongly about it. 

It's fluting desperately now, and successfully for the first time, 
to kind of re-establish iteelf Its unemployment rate is the lowest 
it's been in 25 years or more. 

But what has not changed and what's not improved — in fact, 
what's gotten worse — is the service into that State. And it's come 
to the point now where — other than the announcement of a couple 
of weeks ago of American Eagle on direct jet involving Chicago and 
Charleston, which is just one city — ^there is only one jet that flies 
in and out of West Virginia, period, during the course of a day, and 
that comes fi i Pittsburgh. 

I'm all I rassed to have to say that, just as I was embar- 

rassed ana ocKea when United, Eastern, and American were all 
gone from V t Virginia within a month of deregulation. So one is 
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led a little bit, and my capitalist credentials are at least leason- 
able, to think— — [Laughter.] 

To think that what we're really talking about here — although US 
Airways has stayed with us. I mean, thank God for them. They've 
stayed with us. They are the only jet service in and out. They are 
the only people that give us commuter service — that airlines are 
goin? to go where they can make the most money. And airlines — 
you know, that's what most people would do, whether th^re sell- 
ing bread, Olienry candy bars, or air service. 

And that places like West Virginia, which are the majoritv of this 
countiy, I uiink — ^you know, the rural. Even New York State's — 
half New York CiW and the rest of it's all rural and all suffering. 
New York City isn't. 

There has to be an equitv — I mean, the position of the Congress, 
it seems to me, should be that we have to try and create some kind 
of a uniform transportation system. 

The interstate highway system, interestingly, doesn't sort of go 
around West Virginia because it's small and doesn't have enormous 
resources — well, actually, we have Bob Byrd, which is a very large 
resource. [Laughter.] 

This started Dack in the fifties, and in a sense, philosophically do 
you not think there ought to be in the airline industry some sense 
of national, if not parity — at least areas of the country being able 
to shout at each other n-om the haves to the have-nots? I mean, is 
that not a desirable goal for public policy in transportation? 

Mr. Dillingham. 1 think, philosophically, I could not disagree 
with that, and I am counting on DOT, as they start to evaluate 
how slots are given out and how service is provided to the whole 
counta^, that tnere is a sort of balancing of the need for competi- 
tion as well as the need for a national airways system. 

Senator Rockefeller. You know, the National Science Founda- 
tion traditionally gave most of their money to the mi^or univer- 
sities to do studies and research, and some of us previuled upon 
them to start something called EPSCOR, which is desired to put 
a section of their money into good second-level universities that are 
not up there with Stanford and Harvard, but where there is good 
worit that is going on. 

That was a specific statement in terms of research and develop- 
ment, which is also a form of informational transportation, to level 
the playing field at least into a rolling hills situation. 

I euess I just really fear, Mr. Chairman, that — I work very, very 
hard in economic development in West Virginia. I spend a lot of my 
time on it. I spend probably more time on it than I do on some 
issues around here. I have to, and I like to— that all of it means 
nothing. 

It all comes to naught when Dupont, for example, says to us they 
have to get 1,000 people down to Houston every month for training, 
this, that, and the other thing, and we cannot get them down there, 
or that a Japanese company looking at us say we have to be able 
to this and this vis-a-vis Chicago and Los Angeles, whatever, and 
we cannot do it. 

In other words, the whole effort of trying to get States like West 
Virginia and other rural States going will faTi, will be smashed 
down, unless we level out this policy in some form, which means 
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we cannot do certain things some people want ub to do, and we 
have to do certain things that are not being done. 

That is all I want to say for the moment, Mr. Chairman. 

The Chairman. Thank you very much, Senator Rockefeller. 

Senator Bums. 

Senator Burns. I have just a couple of questions. 

Mr. Murphy, in the DOT 1990 Competition Task Force report, 
the Department pointed out that after 5 years only 10 percent of 
the slots that were allocated to a competitive carrier were held t^ 
that carrier — the rest of them had been sold or traded or put into 
mergers or some way or another. Given this experience, what is dif- 
ferent today about that situation? 

Mr. Murphy. The slots today still operate under the buy-setl 
rule, where the carriers are free to move them around. As that 
8tu<^ suggested, they are not moving around very much at this 
time. That is, the situation has come close to equilibrium. At most 
of these airports the carriers who own the slots are holding onto 
them. They lease them out for a short time period if they have 
some surplus, but the slots have tended to stabilize. 

Senator Burns. But what we are talking about in this piece of 
l^slation — you are talking about mandatory release of 10 percent 
of your slots. Has anything changed in the airline industry now 
from 1990 that would save those people who would have access to 
those slots? Would they be any more susceptible for success than 
they were in 1990? 

Mr. Murphy. I think the bill reflects the concern Ihat new en- 
trants, the newer airlines who bring the price competition to the 
industry, are having no success in getting into these airports, that 
the buy-sell rule is not working because the slots are not sold to 
those carriers at any price, and, therefore, this is an attempt to 
bring some of those very competitive, low-cost airlines into these 
airports. 

Senator Burns. In dealing with when one airline pulls out and 
you have only a single carrier — and you said in the dialog that you 
had with Senator Gorton— did you look at Billings, MT to Denver? 

Mr. Mlirphy. Denver, not beine a slotted airport, we did not look 
at it in the context of slots. We aid look at all of the city pairs in 
the country in terms of competition when we did that study. 

Senator Burns. You know, when you represent a constituency 
sort of like Senator Rockefeller's, we are at the end of the line. 
Nothing starts until the next morning. They just get there and sit 
there all ni|;ht and go back, and that is the last we see of them 
until that night again. 

I have some serious reservations whether that serves — even 
though Senator Rockefeller is coming at it from a different point 
of view. I have a question as to, woiild that serve my State in the 
reallocation of 10 percent of the slots, especially in the West, where 
we have very few slotted airports? 

I was really surprised, and you might enli^ten me on this — of 
the 50 top airports, only four do not nave slots available now for 
a competitive airline. Is that a correct statement? 

Mr. Murphy. If I understand that, of the top 50 airports only 
four do not have the opportunity to have service into the slotted 
airports. That sounds accurate, and the fact that — it is the perim- 
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eter rule, I presuine, would be the reason why all SO do not have 
operations into slotted airports. 

Senator BiJRNS. Well, 1 will have to let that soak throu^ this 
thick head. That is all the questions I had. Thank you, Mr. Chair- 
man. 

The Chairman. Thank you, Senator Bums. 

Senator Bryan. 

Senator Bryan. Thank vou very much, Mr. Chairman. 

Mr. Murphy, let me ask you a question. I thou^t I understood 
Senator Warner — after reciting the history of how we got here from 
Wiere we were in 1978 — one of his ai^uments was, if this legisla- 
tion passes or we change the perimeter rule, that somehow it will 
undermine the basis for finanang improvements in airports. 

I must say, I do not understand that. Let me ask vou if you can 
help me on that, or do you agree with that part of his areument? 

Mr. MUKFHY. I am not sure I fully understand the Senator's 
point, either, although Senator Ford did make the point that car- 
riers at the airport now own many of the instruments. The Senator 
may be referring to the fact that as we bring in other airlines out- 
side the perimeter they would not have been involved in the origi- 
nal investment planning for the airport. That would be speculating. 

Senator Bryan. Would it be true — and I realize you are not tak- 
ing a position on the perimeter, but if the perimeter rule were pro- 
vided additional flexibility, the exemption as Senator McCain is 
proposing, does that in any way threaten any of the airport im- 
provements that are currently underway? 

Mr. Murphy. In my opinion, I find it hard to see how a limited 
exemption from the perimeter rule would undermine the viability 
of these airoorts. 

Senator Bryan. Mr. Murphy, let me thank you. You have been 
helpful to Reno Air in terms of providing the exemption for the 
slots at Chicago. That has been critical. You folks have also been 
helpful — I wish you had been a little bit more timely in terms of 
responding to a predatory practice that was visited upon Reno Air 
several years ago. 

Let me ask you, with respect to predatory practices you have the 
ability to take formal action. You have not, over the years, done so. 
What is the formal action that you could take if you chose to do 

BO? 

Mr. Murphy, Senator, under the statute — ^the Federal Aviation 
Act — the Department of Transportation has broader authority than 
the Justice Department. Whenever we find there are unfair prac- 
Uces or deceptive practices we can move against a carrier in order 
to cease whatever behavior it is. 

Senator Bryan. So cease and desist authority is available? 

Mr. Murphy. Yes, it is. 

Senator Bryan. I do not know all the circumstances, and my 
time does not allow, but what has been the rationale for not taking 
more aggressive action to cease and desist? You have been helpfUl, 
as I indicated. I want to thank you. 

Unfortunately, the help came a little bit late, as vou know, and 
indeed, the overlay that was done made it impossible for Reno Air 
to continue the service that they were providing from Minneapolis 
to Reno, service that previously had not been provided 1^ North- 
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west, and they ultimately did not have the st^ng power. But 
what is the rationale for not being more aggressive and simply say- 
ing, "Look, cease and desist," if you findthere is indeed sttch a 
predatory practice? 

Mr, Murphy. Senator, until about 2 years ago we found that our 
informal jaw-boning behavior was normally sumcient to modify the 
behavior of some large carriers. In the last 2 years or so we have 
not been as successml with jaw-boning, and that is whv we are 
looking now at a more formal approach to some of this behavior. 

Senator BRYAN. You know this well, but when you look at the 
slots held by airlines that entered the market after der^^ation in 
these four markets, in 1986 at C^Hare you had six by post deregu- 
lation airlines; in 1996, one. Now, that may be prior to the action 
you took this past Friday. At Kennedy it was 9 in 1986, now it is 
7 in 1996; at National 17, today it is 3. 

That is a trend line that I am sure you would agree is very trou- 
bling. 

Now, let me ask you, with respect to the slots, there is the ability 
to provide additional slots, is there not, and if not, which airports 
do you not have the ability to provide additional slots? 

Mr. Murphy. When Congress gave us the exemption authority to 
authorize service above the slot rule, we received that power for 
three airports — O'Hare, LaGuardia, and Kennedy. We did not re- 
ceive that authority for National Airport, so we are able to do these 
exemptions as we did on Friday, only for those three, not on Na- 
tional. 

Senator Bryan. And as you examine National, are you satisfied 
that there is no potential capacity to expand the slots? I recognize 
that you did not get the authority, but when you look at the trafdc 
pattern and compare it vis-a-vis Kennedy, LaGuardia, and O'Hare, 
is there the ability, if Congress chose to do so, without impairing 
safety, to provide additional slots? 

Mr. Murphy. We believe there is. We did a study o" the slot rule 
in May 1995. We studied all four airports, and we projected that 
if the slot rule were eliminated at all four airports. National would 
receive the largest increase in service. We projected a 20-percent 
increase in operations at National Airport with no impact on safe- 
ty. 

Senator Bryan. With no impact on safety. 

And finally — the light is about to go on — with respect to these 
slot allocations, some of the carriers paid nothing for these slots 
initially. Some have later paid something. In looking at the slot uti- 
lization, is there a pattern that you can ascertain that some car- 
riers who have slots are really underutilizing them, so that, in ^- 
fect, they are trying to protect the slot but not provide the full 
range of service that slot would provide? 

Mr. Murphy. That is a concern that was brou^t to our attention 
by the Port Authority of New York, which claimed that more and 
more slots are being flown with commuter aircraft and that now 
approximately, I believe, one-third of all the slots at LaGuardia are 
flown by commuter aircraft. Enplanement levels at LaGuardia are 
down several million passengers per year, and there is a concern 
Uiat carriers are holwng onto these slots and putting commuter 
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flidits in their place. That is why I said that we want to do a stu^ 
of now the slots are being used today. 

Senator BRYAN. And do you have the authority — ^if you, in fact, 
can validate that practice, whid) you suspect — ^under existing law 
to say to such carrier we are taking that slot away, that this is ob- 
viously a subterfuge and you are not fully utilizing that, and assign 
it to another carrier? 

Mr. Murphy. I do not beheve we could do that. We do have some 
authoriW to do some redistribution, but if we found there was a 
wholesale — babyBitting is the term used — a babysitting of these 
slots, I think we would report back to Congress on what we found. 

Senator Bryan. You are saying to us, just so I am clear for the 
record, you do not believe that even if you found the practice to 
exist, that you would have the authority to take corrective action 
by, in effect, reallocating that slot to, say, a startup carrier? 

Mr. Murphy. I think that if we were going to do a wholesale re- 
allocation. Senator, we would want to come back to this committee 
and let ^ou know what we have found, because this would be a 
very senous move on our part 

Senator BRYAN. Mr. Chairman, I do not want to abuse the time, 
but I wEint to be clear that when I was talking about a wholesale, 
I did not use the word wholesale revision. My question is, if you 
found under the current system that some slots, not all, were sub- 
ject to this practice of babysitting, as you have characterized it, and 
only with respect to those slots, do you currently have the author- 
ity to divest those slots to the allocated carrier fuid reassign them, 
or would you require legislative authority from us to do so? 

Mr. Murphy. I think if we found the problem was limited enough 
we could amend the rules without legislation, but if we found the 
problem is svstemic we would come back and, as I said, talk to the 
committee about legislation. But we can, through the rulemaking 
process, do some reallocating of slots. 

Senator Bryan. Mr. Chairman, thank you. 

The Chakman. Thank you. Senator Bryan. Senator Wyden. 

Senator Wyden. Thank you, Mr. Chairman. 

My friend from Nevada was talking about wholesale reallocation, 
and I really wanted to start by saying, if we did not have this jerry- 
built system on the books right now and we were starting over, and 
you were asked how to promote competition in rural areas, what 
would you recommend, Mr. Dillingham? 

Mr. Dillingham. That is a very broad question, Senator Wyden. 

I think that basically all airlines at the fundamental level should 
be given an opportunity to compete, that there should not be any 
artificial barriers to competition, and where there are operating 
barriers, or sort of management practices that act as barriers, they 
need to be addressed. We need to, as someone said earlier, start 
with a level playing field. 

Senator Wyden. Mr. Murphy, do you want to add anything to 
that? 

Mr. Murphy. No. I think I am satisfied with that answer, Sen- 
ator. 

Senator Wydbn. I will tell you — and it is a broad question, but, 
frankly, I think we are at the point where we do need some sys- 
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temic answers. I think all of these proposals, frankly, bump vp 
iagainst the laws of the market. 

I mean, the laws of the market are inexorable, and that is that 
there are not ^ing to be, under this kind of a system, a lot of folks 
tripping over themselves to go into areas where they cannot make 
a lot of money. So I am still evaluating, for purposes of the chair- 
man's bill, my position, but I will tell you that I think it is time 
to look at whether more comprehensive changes are needed. 

Now, for purposes of today and helping me as it relates to our 
area, Mr. Dillingham, what is your sense about what will happen 
to rural communities and service around rural communitiea around 
the hub if you auction off slots at a hif^ density airport? Have you 
all looked at that? 

Mr. Dillingham. We have not looked at that, but there is sort 
of a general notion that is associated with that I think, again, it 
was mentioned earlier that when we make changes as are bemg 
suggested, there will be winners and losers, and as far as some of 
the smaller, middle-sized communities, it is going to be a combina- 
tion of what the Congress can do as well as what the community 
itself can do in terms of generating interest in serving that commu- 
nity. 

Senator Wyden. Part of this also looks like something of an in- 
tramural battle between the big interests, Chicago to New Yorit 
and the Eastern Seaboard, and the question that I asked you that 
I gather the GAO has looked at specifically is more likeV to be 
what our constituents approach us on. 

So I would hope that j^ou all would, as we go forward with con- 
sideration of this legislation, take a look at it, because I very much 
want to know what is going to happen to services to rural areas 
around the hub if you auction off these slots, and I think we need 
that information to tackle this issue. 

A last question for purposes of this round, my State does not 
have that many direct flights to hi^ density airports. We have a 
lot of rural communities. What do you recommend for a State like 
Oregon to get more service? 

Mr. Dillingham. The DOT witness talked about the essential air 
service for rural areas, and we mentioned in our statement, again, 
that there has to be an incentive for airlines to serve these commu- 
nities as well. So the combination of essential air services as well 
as what the business community and the local area can put to- 
gether with the local authorities is going to be at least part of the 
answer to receiving services. 

Senator Wyden. I guess my sense is, that on that end of the tele- 
scope the question of a Government program is going to be pretty 
limited, and as we look at this system we have to come up with 
something that is going to design more market incentives along the 
line of systemic reform to get this done. 

Suffice it to say, we have done a lot of work with you all and we 
will want to continue that, and look forward to working with you 
on some of these questions. 

Thank you, Mr. Chairman. 

The Chairman. Thank you. Senator Wyden. 

I just want to mention, when we reauthorized the aviation bill 
last year that Senator Ford and I and many others worked on, in- 
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eluding you, that we did double funding for essential air service up 
to $50 million. And if that is not enough, then I think a lot of us 
would be agreeable to more, but at the same time, I think that peo- 
ple are going to go where there is the mone^. 

How much obligation do we have to provide rural services, which 
Senator Rockefeller describes in such articulate fashion, and how 
much are we going to take out of that? I think $50 million was a 
significant increase. 

Senator Ford. We found a way to pay for it, Mr. Chairman, with 
the overflight fees that we are not now charging, and I think we 
have reallocated those a little bit. 

Mr. Dillingham said — just 60 seconds — Louisville is a medium- 
sized airport, and they do not have the kind of flights that we 
would lilce to have there, so they went out and encouraged the 
business community to buy advance tickets in the tens of thou- 
sands of blocks, if you come in here and fly to so-and-so, which wag 
an incentive to get an airline in and to move, and one of them 
worked and another one did not. They still did not make it. 

But the second one is doing well now and increasing the flights, 
and having a little business background, Mr. Chairman, one uiins 
bothers me considerably. We have these m^or airlines at National, 
for instance — and we excluded National because of noise and envi- 
ronmental problems and all that, at the insistence of the coopera- 
tion of the three airports^ and so the m^or airlines when they went 
into the new National facility underwrote hy long-term contracts 
bond issues, et cetera, and fees, pay all the increased fees and all 
that sort of thing. 

If we go in and take slots away from them, or eliminate their 
ability to make money, are we not, in fact, vitiating that contract? 

You all look at each other and you know, I have looked at us 
doing that, too, and they have made their judgment Euid predicated 
their future based upon what we have done. And now we are turn- 
ing around to take the slots away at 10 and noon or 3 or 5, what- 
ever might be the good ones, and they make less money, yet th^ 
have still signed a contract. Are we not vitiating the contract with 
National? 

Mr. Dillingham. Senator Ford, I think that what we are recom- 
mending involves very few slots. We are talking about a situation 
where we do not envision Uie kind of percent^e we are talking 
about and the modifications we are talking about as being some- 
thing that would, in fact, eviscerate the contracts that have been 
let. 

Senator Ford. It just seems to me, though, that you are taking 
away the possibility of making funding which their contracts 
signed with National was predicated on, that type of future, and 
then something that they have no control over, and that is us, and 
then we make this judgment to cause them to give up slots, which 
are maybe good slots, reasonably good slots, whatever, and their 
possibility of income declines, and yet they are still required under 
the contract to pay National. 

As we would say down in West Kentucky, something about that 
ain't right 

Mr. MURFHY. The only thing I would add, Senator, is that the 
carriers who hold these slots know that they are not a property. 

Digitized by GOOC^IC 



52 

that there is the potential even in our rules for some taking of 
those back, so that there is some risk that they bore. 

The Chairhan. They belong to the taxpayers, and they are used 
by the airlines. 

Senator Ford. But we are requiring them in your bill, Mr. Chair- 
man, to bid on it, and they are going to pay for them, and then that 
goes into the trust fund. 

The Chairman. Most of them have not been paid for that they 
have now. 

Senator Ford. But many of the airlines have used those slots aa 
assets. We have been letting them buy and sell back and forth for 
a long time, and a lot of airlines have invested a great deal of 
money. They have used that as assets to increase their ability to 
borrow because it is an asset. They have ptiid for it, and then when 
you lose that asset under this, on the basis that they knew it was 
coming, well, that is something that disturbs me. I do not know 
how to get around that, but it bothers me that you have made a 
judgment 

The Chairman. This legislation does not withdraw the ones that 
were paid for. 

Senator Ford. I understand that, but you are going to withdraw 
some that are now being used. 

The Chairman, Part of the problem was described by the witness 
about the babysitting of these slots as well. 

Senator Ford. I understand that, and they are giving them to 
commuters that are going out into the smaller communities, and 
they are not generating the type of customers that the Port of New 
Yore thinks they OJigh-t to have. 

The Chairman. So something ought to be done about it. 

Senator Ford. Absolutely, but are you going to eliminate the 
commuters? Hell, that is what I live on, are commuters. I do not 
have the big airlines to fly with out of my community. We are lucky 
to get a 19-pa3senger sometimes. It is a Baron. 

'nie Chairman. Let me just say — ^well. Senator Rockefeller. 

Senator Rockefeller. I will be very, very brief. First of all, let 
me just say very sincerely I think you both have been wonderful 
witnesses. Both of you have been very, very good. You are obvi- 
ously fair and obviously trying to come at this with a balanced 
point of view, and I respect that To be a little bit maudlin about 
it — I mean, you're really good examples of really good public serv- 
ants, and I congratulate you for that. 

Nevertheless, you have both in your testimony talked about win- 
ners and losers. I am looking, as I indicated, at only U.S. Airways, 
and that is a very good plus for West Virginia, but only of those 
that used to be there, they remain. 

If they lose — some of their slots are withdrawn for one reason or 
another, or if anybody's slots are withdrawn for one reason or an- 
other, is it not likely that on the food chain that it will be the 
smaller communities that will be the first to lose and suffer? 

Mr. Murphy. Senator, as one who has toured the airports in your 
State and discussed air service problems with most of your comma* 
nities, yes, one would have to make the judgment tiiat the smallest 
routes, the thinnest routes, would be the first ones the carriers 
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would give up if they were to lose slots, and West Virginia certainly 
has some thin air routes operating into the Washington area. 

Senator RockepelL£R. Thank you, Mr. Chairman. 

The Chairhan. Thank you very much. I would like to thank the 
witnesses. 

Our next panel is Mr. David Ralston, chairman of the board of 
directors, Metropolitan Washington Airports Authority; Mr. 
Charles Goodwin, vice president. International Trade and Trans- 
portation, Rochester Chamber of Commerce; find Mr. Thomas Tait, 
executive director, Nevada Commission on Tourism. 

All three of you are welcome here. I would like to tell the next 
panel, we will probably not be able to do the next panel because 
ihe hour is going to grow too late. I guess we will nave to recon- 
vene the hearing within the next couple of days, or early next 
week. 

Senator FoRD. Excuse me, Mr. Chairman, but the other wit- 
nesses, are they local and would not have to travel back, or travel 
here? 

The Chairhan. Let us see, it is U.S. Air, Arlington — well, one is 
from Chicago and another one from Reno. We will do the best we 
can. I do not see how we can get through all the opening state- 
ments and all the questions, but we will tiy it. 

Mr. Ralston, before we begin, you still have reserved parking for 
Congress and judges and diplomats at Washington National Air- 
port? 

Mr. Ralston. That is correct, Mr. Chairman. 

The Chairman. You very cleverly changed the signs to just say 
reserved, is that right? 

Mr. Ralston. Without agreeing with your characterization, Mr. 
Chairman, we still have it, and it does indicate reserved. 

The Chairman. Please begin with your statement. 

STATEMENT OF DAVID RALSTON, JR.. CHAIRMAN OF THE 
BOARD OF DIRECTORS, METROPOLITAN WASHINGTON AIR- 
PORTS AUTHORITY; ACCOMPANIED BY JAMES A. WILDING, 
GENERAL MANAGER AND CEO 

Mr. Raiston. Thank vou, Mr. Chairman. My name is David Ral- 
ston. I am chairman of the board of directors of the Aiiports Au- 
thority, and we appreciate, Mr. Chairman and members of the com- 
mittee, the opportunity to appear here today and testify on these 
importEmt matters. 

1 note that with me is Mr. James A. Wilding, our general man- 
ager and CEO, certainly known to the committee. We commend the 
Cftiair for your commitment to maintaining the limit on the number 
of operations at National Airport at its present number of 62 per 
hour overall and 37 air carrier operations per hour. 

It is a critical goal, recognized by the General Accounting Office 
in the 1996 report previously mentioned, and is a core element of 
the position of the Airports Authority on the proposal that has been 
submitted by you to the Congress. 

We have siwmitted written comments, and my remarks will be 
limited to the major points in the written testimony. 

I begin by noting tnat the Airports Authority, in conjunction with 
Baltimore-Washington International Airport, well serves the needs 
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of the Washington Metropolitan Region. I emphasize the re^onal 
market for the Washington Metropolitan Ar«t because, with re- 
spect to aviation compeution in our area, we submit that that ii 
the correct competitive focus in li^t of liie service from iJiree prox- 
imate airports offering a wide variety of service options and fares. 

I note that low fare services are growing nicely at Dulles, are 
very strong at 6WI, and do provide some price discipline in the 
overall market. For example, Delta Express, recently introduced in 
the last several months, nas been thriving with respect to service 
to limited points in Florida, and prior to the unforbinate tragedy 
in Florida, ValuJet — now AirTran — was serving the market very 
well at over 100,000 passengers a month at Dulles. 

I think it is significant to observe that in the wake of that trag- 
edy we did not lose that traffic, as it was picked up by low carrier 
options of other airlines. And with ValuJet/AirTran return to the 
market, they have returned to approximately a 50,000 passenger 
per month level at Dulles. 

I note that Atlantic Coast Airlines will be introducing regional jet 
service in the near future. I cannot assure Senator Rockefeller that 
it will be to Charleston, but we will be having regional jet service, 
which is a m^or improvement in our service to the market. 

I also note that our market is changing and developing. Twenty 
years a^o, National carried the majority of air trafGc in uie region. 
Today, it is rather evenly balanced between National, Dulles, and 
BWI, and Dulles is now well-located with respect to a major see- 
ment of our market. Indeed, it is more proximate to the miyor wo^ 
centers of Tjfsons Comer, Reston, Hemdon, and the Route 28 cor- 
ridor in Virginia than is National Airport. 

Significantly, in 1996 only 34 percent of the passengers origi- 
nating at National Airport were from the District of Columbia, and 
only 15 percent were from the District of Columbia originating at 
Dulles. 

The current slot and perimeter rules are the product of long and 
difficult neeotiations spanning the course of 20 years, involving the 
Congress, tne airlines, the Department of Transportation, and the 
Washington community designed to avoid overuse of National Air- 
port. 

We submit that within the framework established by these oper- 
ational rules we, in conjunction with BWI, provide the Washington 
market with a wide menu of service and fare choices, relatively few 
flight delays, and balanced groundside transportation that works 
well and has resulted in a relatively favorable community environ- 
ment for our airports. 

Are improvements possible? Of course, but in the main the serv- 
ice and fare choices appear to be responsive to market demand. 

As indicated in our written comments, the Airports Authority 
does have concerns about the proposed legislation. We are con- 
cerned that the current language on the slot rule should accom- 
filish the chairman's expressed intent of maintaining the existing 
imit on operations, and we will offer language to clarify that issue. 

I point out, Mr. Chairman, we are not questioning the intent of 
the legislation as you. have most recently expressed it. We want to 
assure that the bill's language accomplishes the goal of maintain- 
ing the current limit. 
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As to the proposed slot rule changes, while we believe that the 
issue of reallocation of slots is a matter of national aviation policy 
and thus properly reserved to the Coneress and to the Department 
of Transportation, we are concerned that the reallocation will re- 
sult in strong pressures from communities and airlines to expand 
the number of slots to prevent the reallocation from causing a net 
loss in overall service to their communities. We consider that a 
veiy real risk, and if that were to be a proposal, we would have 
to vigorously oppose it with respect to National Airport. 

I again recognize that the current bill would maintain the limit 
on National Airport. 

It should be clearly recognized by the committee that reallocation 
of air carrier slots, while simultaneously continuing the current 
number of total air carrier operations at 37 and commuter oper- 
ations at 13 per hour, will result in a decreased number of oper- 
ations from National to some communities with existing service 
and thus may result in a decline in the overall level of service to 
those communities from National and possibly from the region. 

We ere concerned that a likely response to that outcome will be 
a demand for increased operations at National, as I mentioned, and 
we would have to oppose such a proposal. 

As to the perimeter rule, the Key advantage of the present rule 
is its uniformity, and we believe, therefore, its fairness. All cities 
tiie same distance from Washington are treated the same, and it 
is a distance virtually all carriers can serve with existing equip- 
ment It is a standard that is well-known, applies equally to all, 
and can be relied upon within the industry. 

We do not favor exemptions to the perimeter rule at National be- 
cause we believe that one or two flights to the west coast from Na- 
tional will not have a material impact on competition in the overall 
Washington market. To the contrary, it could create a protected 
nonstop market for the favored carrier in the exempted market 
More important, such exemptions will inevitably leaa to competi- 
tive demands for further exemptions. 

Mr. Chairman, I see my time is up, and would end my remarks, 
but I am certainly available for questions. 

[The prepared statement of Mr. Ralston follows:} 



Good afternoon, Mr. Chairman and Membera of the Conunittee, I am David Ral- 
ston, Chaiman of the Metropolitao Washington Airport* Authority. 1 am pleaaed 
to have the opportunity to participate in this hearing, and commend the Chairman 
for his efTorti to facilitate more ecanoTnical and eflicient air travel for citizens all 
acitMB the country. The Airports Authority believes, with you, that domestic airline 
competitioD is an important contributor to better service and lower fares for the ma- 
jority of consumers in communittes at all sizes. 

As nust Conunittee Members aiv aware, until 1987 Washington National and 
Washington Dulles Internatiooal Airporta were operated by the Federal Aviation 
Administration (FAA). They were then the only two commercial airports operated 
by the Federal government. In 1987 the two Airports were leased to the Authority 
vnder a 60 year lease. 

Budget constraints had, for many years prior to 1987, prevented the Department 
"^- - ' *" '" " - or DOT) a ■■■""' ' ■ - ---.-.--- 



of Transportation (Department or DOT) and the FAA unm improving the facilities 
at the Airports, which were sorely in need of moderaization and expansion to meet 
the region B increasing demand for air traosportatioa services. Since 1987, the Met- 
ropolitan Washington Airports Authority has worked dili^ntly on a (2 billion cap- 
itu improveinratB program that has already made major improvements to both Dul- 
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lea and NationftI Airports. Th« metropolitan Washington area is fortunate to ham 
two air carrier airports to serve it. Both are needed and both are being well used 
Dulles Airport haa grown into a major international airport, and is currently the 
third largest East CSast gateway to Europe, as well as one of the East Coaat's lead- 
Log air cargo centers. Meanwhile, National is fulfilling its role as a short and ma- 
dhim haul airport. These facilities now serve more than 28 million paaaengers per 
vear, and are a critical link in the air transportation eystem of this countnr. Note- 
oly, m August 1997 month^ paasenger traffic at Dulles exceeded traffic at National 
for the first time. 

From a bustness perspective, our performance hu been very solid. Our Cutitsl 
Development Program, initiated in 1988, remains within budget, even as constnio- 
tion continues. Our financial management has been conservauve and realistic, and 
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the maritet hae recognized the strength of our management. Our r 
issues, which now total over $1.6 billion, have been sold at very competitive interest 
rates. Moreover, our bond rating is as high as any stand-alone airport in the coun- 
try— Moody's rates us Ab3, and Standoi^ & Poor's and Fitch rate us AA-. Only 
six stand-alone airports in the Nation have credit ratings equal to ours. 

The Airporta Authori^ recognizes that our airports provide the two primary avia- 
tion gateways to the Nation's capital for passengers from across the conntey and 
around the world. To us, there is no division between the national interest ajttd tbt 
local interest. In fact, we serve more passengers from outside the region and fitim 
vrith it Authority decisions are made with regard to the best interests of airport 
users, and therefore serve the national iuterest aa mudi as local concema. 

Let me now address the issues underlying the proposed legislation, namely the 
"Hi^ Density Rule" and the "Perimeter Rule." Ilie Hi^ Density Rule limits bv 
hour the number of adieduled aircraft arrivals and departuree at National Aiiport. 
The Perimeter Rule limits the length of nonstop flighU by air carriers at National 
to 1,260 miles. Much debate has occurred over many years concerning whether the 
Federal government should continue to apply these two rules at National Airport 
when most other aiipmts are not sinularly restricted. 

The Authority believes that the nature of, and the demand for service at National 
Airport and the presence of Dulles Airport as an integral part of the region's airport 
ayatem, makes continued application of both rules consistent with Congressional ef- 
forts to protect the national interest. In fact, both rules have been in place at Na- 
tional Airport for over three decades, where they are a critical part of the operating 
environment. The two rules have helped to achieve a balanced air service pattern 
at National and Dulles airports, as well as Baltimore Washington International Air- 
port (BWI), a balance that we believe would not have been achieved had they not 
been in place. The High Density Rule limit of 37 scheduled air carrier openUioos 
(take-ofTs and landings) per hour at National assures a level of demand that tlie air 
traffic control system can handle. The Perimeter Rule allows stable and reasonaUe 
service patterns to develop at both airports. 

Additionally, the rules have helped ub to plan for and build the m^r facili^ im- 
provements at National and Dulles Airports wiUi the confidence that our frameworit 
for projecting air traflic and passenger demand is sound. As you know, we dedicated 
the new terminal at National Airport last July. We are proud of it and hope it will 
serve the Nation's capital for many years. The size of the new terminal was influ- 
enced by the regulations we are diacuaaing today. In our planning, we aasumed tbe 
continuation of the High Density Rule, and to aome extent the Perimeter Rule, fbr 
the foreseeable future. Both rules also influence the use and expansion at Dulles 
Airport, including the recently expanded the Dulles Terminal and the nearfy com- 
pleted midfield terminal. 

Both the High Density Rule and the Perimeter Rule played a significant role in 
the enactmeot of the lenslation transferring tbe Airports from the federal govern- 
ment to the Authority. The legislation, which fixed the number of slots for air car- 

agreed-U] 

High Density Rule 

With regard to the Aviation Competition Enhancement Act of 1997, we applaud 
and strongly commend the Chairman's position in support of maintaining the cn^ 
rent Hi^ Density Rule at Washington National Airport, and we agjree whole- 
heartedly that the cap of 37 hourly operations should not be dian^d. With the ex- 
traordinai^ convenience of National Airport, virtually every earner is anxious to 
serve it with as many flights as possible. Despite the benefits of the new tennina), 
however, we have to recognize National's limits. Without the Hi^ Density Rule, our 
operations at National could became chaotic, sutgect to chronic delays not present 
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Inthsngioii. 

Themm, w« agnt with what w« undentand to be the Chalrmui'B inteiit— that 
than be no ioereaaa in ilota at NaUonal Aiiport. To undencore that point we an 
pnpodiw langoaga, that if added to the bill, would remove any amUguity about the 
appUcaUb^ a iroviiions that wouM allow the Secretary of Tranaportation to in- 
cnaae alota. Thoae provliloni dioold dearly atate that my do not apply to Nattonal 
Airpoit. We IM strong about thia. Indeed, if the legislation could oe interpreted 
aa allowing an increaaa in alota at Waahington National, we would have to be in 
tmn^tioa to theaa now pnvisiona on ilota at National Airport. 

Hiatorically, at National the Hi^ Density Rule has been much more than an air 
trafBc OMntod metering device. For nearly 30 yean, DOT Secretaries, PAA Adminis- 
traton, and Congrasa itaelf have relied upon the Hi^ Density Rule to influence 
traffic flow at National Airport, not only because of air trofRc congestion and con- 
cmia about an route flow craitnil, bat also because of: (1) the need to allocate the 
air trnfflc among the ngloa't airporta; (2) the need to limit the expoaure of the heav- 
ily populated comnmnify around National to aircraft noise; and (3) the need to bring 
stabfl^ to NaUonal so that mudi-needed capital improvementa could be brou^t to 
finition. 

In 1981, the conqirehensive Metropolitan Waahington Airporta PoUiy was issued 
by DOT after a decade of debate, which included, among other things, the Hi^ 
Densi^ Rule, the ni^ttime noise level regulation, the Peruneter Rule and the limi- 
tation on aircraft siie. 

"nte Hisd) Density Rule limits on National have been succesaful in shifting air 
traffic to Dulles and BWl, both of which have grown dramatically since the Depart- 
mant of Transportation reduced the number of air carrier slots at National to 37 
in 1981. At that time National served approximately 16 million annual passengers 
iriiile Dulles served fewer than 3 million and BWl fewer than 4 million. It was rec- 
ognized then that National, given its limitations and environmental problems, could 
not continue to be the growui airport for this region, particularly since ample, but 
umiaed, capacity existed at Dulles and BWl. The slot limits at National were ad- 
justed to enoDurage the use of these airports, and we believe that polity has been 



Todiq', National serves 16.6 to 16 million annual passengers while DuUes and 
BWl have eadi grown to serve approximately 13 million passengers and both are 
continuing to grow. Both have the airfleld and terminal capacity to handle the 
growth and neither has the close in, noise sensitive land uses that are associated 
wittt National. At the aame time, as we have said, the stability produced by the slot 
limits have allowed the Airports Authority to plan intelligently to use NationaTs 
limited space by bulling a new terminal, parking facilities and roadways that are 
deaigned to meet the traffic demand. Again, the results have been BUccessful; the 
new Duflitlea have provided an efficient relatively uncongeated airport in h very 
amall area, whidi could easily be congested or even face gridlodi from significant 
increases in air traffic. 

We CMumend the Chairman for recognizing the importance of the Hi^ Density 
Ride In providing effective control over ground congestion as well as (li^t delays, 
again recommending the clarification of language to cany out the intent that there 
be BO increases in slota at National Airport. The number of airplanes operating per 
boor aSteta not only the airfield, but other facilitieB, such as terminal i:uibs)de ac- 
oeao, parking and roadway^ requirements. The Airports Authority has deaigned the 
airport facilities to minimize congestion and to provide a hi^ level of service to 
travelers. A aubatantial Increase in fli^t activity at National could diminish the 
bonefits to travelers that our new temuoal, roads and paricing facilities are de- 
sigaed te provide. A substantial increase in flight activity at National could also 
cause flldit delays, whidi is not a common problem at National today, but was a 
problem before adoption of the Hi^ Density Itule. 

From an environmental standpoint, the limit on air carrier slots in the Metropoli- 
tan Washington Aiiports Act of 1986 represents a carefully crafted compromise 
among gDvemmenlal, airline, safety, and community interests, and provides those 
in the communities affected bv aircraft noise with an assurance that the level of air- 
craft activity will remain stable, and noise levels will decrease as quieter aircraft 
begin service. 

Mi. Chairman, we are pleased that you recoenize the importance of the Hi|^ Don- 
ate Rule at National, and that you nave craned your l^slation with an aim to- 
warda leaving the overaU number of slots at National Ai^wrt unaffected. Tlie Air- 
ports Autboitty has supwnted PAA efforts to impose stnct "Hise or lose" require- 
ments to prevent incnmoont airlines from merely holding slots. Ihat approaot is 
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r belief that there should not be any increase in the overall d 



does urge caution, however, with regard to Ute propoMd reallocation of alota. Our 
concern is that the debate over the reallocation of slot* and availability of KTvioe 
within the context of the slot rule will inevitably lead to a debate over the number 
of slots, and in turn to a debate over the very existence of slots. The Airporta Au- 
thority has nraed DOT to consider the italdlin adiieved at National Airport by the 
Department's 1981 Metropolitan Washington Airports Policy and the transfer of the 
airports when it has periodically considered earner requesta for reallocation of ikti 
under the Hi^ Density Rule. 
PerinuUr Rule 

As for the Pei 

AuthorityB posit , , _j , 

section 6012 of the MetnpoliUn Washington Airports Act of 198<6. The rule pro- 
hibits nonstop flighti between National Airport and cities more than 1,260 miles 
distant. 

Hie Perimeter Rule wu originally devised by the airUnes in the 1960s, agreed 
to under a ^nt of antitrust immuuty, as one of several meaauiea to limit increas- 
ing congestion at National. It first limited nonstop flints to points within 660 iniles, 
plus Mven more distant 'grandfather" cities that were already receiving service. The 
federal govemment, as operator of National and Dulles, always supported the rule 
as an essential division or tralTic between the two airports. 

In the eariy 19808, the restriction was adopted as an FAA rule. Tb» nonstop fli^t 
limit of 660 miles was disnged to 1,000 miles without any "grandfather^ exceptions. 
The 1,000 mile limit included all of the previcnisly grandfathered cities. Ultimatehr, 
Congress incorporated a 1,250 n^ Perimeter Rule into the Metropolitan Wau- 
iniFton Airports Act of 19S6. 

Many important mariiets lie bevond the 1,260 perimeter. Denver, Rioenix. Salt 
Lake City, Phoenix Los Angles, San Francisco, and Seattle, to name a few. Tbese 
are all served by one-stop fi ' 
nonstop flints from Dulles. 

Many ofthese markets could be served nonstop from National with newer types 
of aircraft, and most would generate enou^ traflic to support flights from NationsL 
This is where the Perimeter Rule intersects with the Hi^ Density Rule. Any non- 
stop (light from National to a new point means an existing flight from National 
must be canceled, with the resulting decbne in service to the existing markets. 
Thus, under existing law, new Sights to western points from National cannot sim[jy 
be added. 

'nieretbre, a diann in the Perimeter Rule would mean a degradation in service 

Bitterns for the mukets currently served at National. Also, if one carrier provides 
ng haul, nonstop service from National, other carriers, fbr obvioua competitive rea- 
sons, will lUtely conclude that they need to match that service, with the result that 
operations currently at Dulles would shift to NationaL 

We recognize the le^latbn calls only for a limited modification of the Perimeter 
Rule. As responsible airport operators, however, we always remain vigilant that any 
exceptbn to the rule could, in fact, lead to additional modificationB, and possibly to 
eventual repeal. It is diflicult, in our experience, to tamper with a measure audi 
as this, and not have one change lead to another, and then another. 

Even more important is the wav in which the Perimeter Rule is so intrinsically 
related to the High Density Rule. An expansion of the perimeter at National Airport 
would undoubteoiy generate concomitant pressure to ease the Hi^ Density Rule to 
provide more slots to serve the new mancets. There will inevitably be strong de- 
mands that slots be increased to accommodate the new, long-range flints, rather 



._. . .__ s about competitiveness among the airiines 

I. lliere are not, however, any restrictions at Washin^n Dultes, 
, led to provide very ample capacity to serve the Washington mar- 
ket. Several low-fare airiines are, in fact, efTectively serving the Washington maricet 
via Dulles, and we welcome more. The Nation's capital, unlike most rities, has sev- 
eral dioices for air travel, with a full service airport covering nearly 11,000 acres 
in Washington DuUes, wludi remains completely unrestricted and is linked to the 
city^s inner core by a oedicated access hi^way, and a small, approximately 900 acre 
specialized short-haul facility in National, whidi offers the convenience of a down- 
town location but whidi has its limitations that must be adtnowledged. 
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Again, we apnradKte ttw Quurnwn'i 
thm iasDM, mm CDauBBod tba Codunlttee'i diligenoe and contribution in tfaia regard 
■a waU. Ifr. Chainnan, that coochidea my pnpand ■tatenwat. I will be pleaaed to 
anawer any qneitioaa yon might have. 

The CHAHtHAN. Iliank you veiy much, Mr. Ralston, lliank you 
for being here today. 

STATBHENT OP CHABIfS GOCH>WIN, VICE PBESIDENT. INTBB- 
NATIONAL TRADE AND TRANSPORTATION, ROCHESTER 
CHAMBER OP COMMERCE 

Mr. Goodwin. Mr. Chairman, thank you for giving us the oppor- 
tunity to present the position for Rochester, IsTY. Con^esswoman 
Slaughter, who was here earlier, has mentioned that Rochester is 
a miyor international business center. Last year we hit $14 billion 
that generated from the Rochester nine-county area. That is more 
than the totals of 40 of the 50 States in America. 

We have had a lot of success in Rochester, but we are confronted 
with a very serious problem, and that is hi^ air fares. The Roch- 
ester community, althou^ it is served by six major airiines, has 
veiy little competition on key routes that go firom the Rochester 
area, and as a result our city pays the eighth highest per-mile cost 
for air service in the country. 

In an article in the Buffalo News, which I enclosed with my com- 
ments, Buffalo is rated sixth highest, and we are saying that the 
entire up-State New York region is not being served well because 
of the hig^ cost of air fare into our community. 

I have several quotes here on costs that were paid for air service 
from Rochester last week by businessmen. Round trip to Chicago, 
over $1,000. To Atlanta, GA, $915. Pittsburgh, $600, Cleveland, 
$648. Because of time, I will limit it, but I am saying that many 
of those costs exceed $1.30 per mile. 

We have consultants that tell us that airiines can maintain prof- 
itable operations for 10 to 12 cents a mile. Whether it is 20 or 30 
cents, I think you can see that the rate being paid by Rochester 
area travelers is significantly higher than it might otherwise be. 

As a result, we nave many Rochester-area nrms who have com- 
pletely capped their travel expenses or reduced it drastically. We 
have others who are holding meetings outside of the Rochester 
area. We have many Rochester travelers who now drive to Toronto 
and to Cleveland bo take advantage of lower air costs. We have 
some Rochester firms that have moved divisions outside of our city 
into other cities where air fares are more competitive. 

We are basically saying that the Rochester community is served 
well by the airlines that do serve, but they are paying a very dear 
price tor these services. There are many factors but, again, in the 
interests of time, the yield per flight profits on flights originating 
in Rochester are much hi^er than the yield per flight profits ratio 
of flints originating from most other cities our size. 

It IS our feeling uiat the Rochester community understands that 
the airlines are entitled to reasonable profits, but what we are ba- 
gically saying is, we have gone to the airlines and we have asked 
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them if they could reduce their fares, and we have been met with 
silence. 

There is not enough competition on these routes where we really 
have any alternatives, so we are proposing to the committee thiA 
you look very carefully at possibly limiting the amount of profits 
that these airlines can make, particularly in areas where the eco- 
nomic and tourism business is being negatively impacted. 

They are entitled to cover their expenses and make a fair profit, 
but the outrageous profits that are being made out of the Rochester 
market by some carriers I think you should take a very careful look 
at 

In conclusion, we also feel that the airline slot situation is cer- 
tainly a controversial point We feel that if this would help to bring 
other low cost carriers into the Rochester, NY market it is some- 
thing that this committee should look very carefully at 

We feel that anything that will allow competition to be more 
keen in our area may help us to reduce cost, because if you go out 
to the airlines, they are going to take whatever they can from this 
market, and with limited competition we pay a very dear price for 
their service. 

We greatly appreciate the opportuniw to speetk to you. sir, Mr. 
Chairman, and to the other members of the committee. Inank you 
foryour time. 

[The prepared statement of Mr. Goodwin follows:] 



1 wish to thank Committee Churmaa John McCain and the other membera of Ihe 
Commerce, Science and TranHportation Committee for allowing me to mi^e tlui 
piBBentation. 

I would like to preface mv conunenta today by telling you a little about Rocheater, 
New York and the upatate New York icgion, which 1 repreaent. 

Rodieater is the home of Eastman Kodak Company, Bauach & Lomb and many 
other mtyor multinational corporations. We are a world-claas" center for optica aw 
imaging and one of the leading international business centers in the United St^ei. 

Wth over (14 billion worth of exports generated by our region in 1996, SociiMter 
is the leading, per capita, exporting dty in America. 

WiUi all of these successes, our community is still conlronted by a m^jor problein; 
the hldi ooat of flying into and out of our city. 

Ibxnester, New York is served by six nugor airlines . . . US Airw^s, United, 
American, Northwest, Continental and Delta. Due to the limited number of fli^ls 
whi^ originate in Rochester, passengers flying out of our city pay some of the lu(^- 
eA airfares in the Eountiy. According to a recent article in the Buffalo Newa, our 
•Ister dly of Buffalo is rated MB in overall airline ticket costs and, using the aMiis 
criteria, Rochester would come in in Sth place. 

Some examples of the high Rochester airfares we pay iochide: 
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Doe to the Umtted competiUon tn our mutet, busiDMa ozecuttvei an forced to 
pay tbeM raoibituit lirfBres, and theae costs. In turn, are passed along to their 
company'a customras. 

Aa a matt of these airfarea, we have many Socbeater uvft travelers who are now 
driving to eithn" Toronto or Cleveland to take advantage of lower fuvs available in 
theMdties. 

We have Rochester area buaineaaes who are not holding their sales ineetinas in 
other cities because airfares into and out of these other locations are at mudi ^wer 
rates. 

We have Rocfaeater area companies who have either drastically reduced or 
"c^iped* thoir buainesa travel. We have others who have relocated certain oper- 
ations to other cities . . . audi as the Bastman Kodak Company whidi lecentW 
moved ita \JS. and Canadian customer operations center to Atlanta, Georgia. Addi- 
tionally, I am aware of several other Hocheater area flrma which are now consid- 
eriDA uie rdocalion of some of their travel •aenaitive departments to otiier cities. 

We have spoken to the ro^for airlines whidi serve our community and have point- 
ed out the excessive airfares being paid by Rochester travelers. Our requests for 
rate rediiciiona have been met with silence and these airlines have continued to 
dtarge theae hi^ fares which exploit the upstate market. 

One month ago, we circulated a petition to attract additional airlines to our cam- 
numi^ and, in two days, several hundred Rochester businessmen signed these docu- 
ments in hopes of attracting Southwest Airlines, America West and Air Ontario to 
thegreater Rodiester market. 

Tnere are other pricing factors which Rodiester area customers simply do not un- 

e 80% of the revenues of United Airlines generated by only 7% of their 
travelers ... the corporate communitv? 

• Vlby are m^r discounts ofTerea to people staying over on Saturday ni^t* 
iriien moat corporate travel ia done during the week? 

• Why do BvUnea force executives, flying in the same plane, to sometimes pay 
five times as much aa tourists who happened to make their reservations three 
weeks earlier? 

• If carriers such as United and American, who serve the Rochester-Chicago 
routes, have load factors exceeding 70%, why are the fares to this destination so 
hi^? 

• Many flints between Rochester and destinations such as Albany and Newark, 
New Jersey are served by conunuter planes. Even with fewer equipment costs, lower 
ftiel coats, lower loading fees, lower pibt salaries, etc., there are no discounts for 
seats sold on these fli^U. Whv7 

• Hileago flown has little bearing on airline tidiet charges. The airlines know 
what a hotel room costs, a dinner, a oreakfast, and they add these factors into their 
pridiig for all direct flights to key cities. 

• Vm yield per flight proflts ratio on flints originating from Rochester is mudi 
bi^cr than the yield per (light profits ratio of flights originating from other cities 
where costs of flying are actually much hi^er. 

Airline piuflts, for all VS. airlines during the year 1997 are prqjected to come in 
at over $4 billion. 

We feel that airlines serving the Rochester communitv are entitled to an honest 
profit for the services which they provide, but thciy should be reasonable. 

If airlines cannot develop fair pricnng policies which allow them to make reason- 
able profits over and above their costs, then nu^ybe the VS. government should step 
in and limit the maximum profits penetrated t» an airline serving a selected mar- 
ket. 

We know that Rochester area travelers are pa^g exorbitant airfares to help sub- 
sidise less profitable routes flown by the same airlines in more competitive markets. 
Why should we shoulder these costs? 

When this pricing adversely affects the economy of a region . . . both business 
interests and tourism ... it is time for someone to step in and level the playing 
field,' and we hope that you will. 

We encourage the Commerce, Scdencx and Transportation Committee to look into 
these practices and see if air service — particularly in the Rochester, New York 
area — is being used for these purposes. If we are, indeed, being used to subai^ice 
other less profitable mutes operated by the same airlines, then limits should be 
placed on what they are allowed to cfaar^t— over and above their actual costs. 

On a related issue, if opening the airline slots at hi^ density airports in the 
Northsaat and Midwest would help cities such as RocheMer bring in more competi- 
tive airline services, then the Rochester Chamber of Commerce and its 4,000 mem- 
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bera are stroDgly in favor of the provuioa of the Mrline Competition EDhancement 
Act of 1997. 

We hope that this Committee will look into these issues and act responsivehr so 
that busineu and tourism industries here in the greater Rochester area aa weU as 
those ill our nei^boring upstate cities of BufTalo, Syracuse and Albany wUl do 
longer be forced to pay more than their fair ahare for airline services. 



Grkater Rochbstek International Airport 
memorandum 



FROM: Terrence O. Slaybau^, Director of Aviation 
DATE: October 24, 1997 
RE: Air Fares at G.R.IA. 

Aa you know GRIA has analyzed the air fare market in Rochester and determined 
that air farea are excessively hi^ in a number of markets including the number 
one market, the New Yoric metro area. Our consultants estimate that GRIA is losing 
400 to 600,000 passengers a year to ground transportation, primarily cars, because 
of air fare prices, lliis nas a very negative impair on all businesses associated with 
the air passenger business, particularly the tourist industry whii^ depends heavily 
on air travel business. 

A recent article in the BuFTalo-NewB dted BufTalo as the 6th hi^iest air fara mar- 
ket in the nation based on a federal report issued by the Department of Transpor- 
tation. Using the same methodology as cited in the article Rochester would have the 
8th hi^eat fares in the nation. I^e BufTalo, Rochester is the only market in the 
top ten hi^est markets that is not a hub or an airport that carrien must obtain 
a slot to serve. Both factors normally account for higher tidiet cost. 

The study understates the hi^ air fare impact on the business traveler by aver- 
aging fares between the m^jor hubs, high fare mariceta, and tourist destinations, 
generally moderate fare markets. BusineaB travelers tend to patronize the short 
haul destinations for business, with two thirds or more of our travelers in Rochester 
business travelers, companies are shouldering most of the cost of the higher fares. 
A recent story shared with me by two Kodak consultants based in Atlanta required 
them to (ly to Detroit and then drive seven hours to Rochester for a meeting on 
short notice. The fare from Atlanta to Rochester was $620 while frum Atlanta to 
Detroit was $200. One only has to wonder when a company will relocate out of 
Rochester to a city that has more favorable air service. 

Fve attached the article from the Buffalo-News, I hope the information is useful. 

Greater Rochbttbr Visitors AssocuTlON, Inc. 

Rochtater, NY. Oetobtr23, 1997. 
Mr. Charles Goodwin, Vice PresUkni. 
International Trade and Tranaparlation, 
Greater Rochester Metro Chamber t^ Commerce, 
Rochester. NY. 

DeaA Charlie: Competitive airfares and service are fundamental to this commu- 
nity's enbrt to attract meeting, convcntiorts and leisure tourists. The current airfare 
structure puts our enbrts at a extreme disadvantage to other cities seeking to at- 
tract the same business aa Rochester. Additionally, high airfares also diminish the 
attendance at conventions and meetings which are already booked into the conmra- 

I have enck)sed a copy of our testimony at the Joint Public Hearing on Hi^ Costa 
of Airfare held in Albany this paat June. It outlinea and providea details of how tliia 
issue affects our industry. 
Please let me know how we can further support your efforts regarding this iaaue. 
Very truly yours, 

Irwin J. Metzobr, 

Preaidati. 
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.. , , r community'B future as well as 

many ollwr communities BcroM New ToHt State. 

In 1996, neariy one-half million individualB traveled to Rocheater for the purpoM 
of attendiiif a meeting convention or tradeshow. Thla does not Include the 720,000 
corporate vintora who came on busineas, or the 240,000 leisure visitors who came 
to ai^tae* and aiQay the area's great attractions. In all, 1,460,000 visitors came to 
Monroe CounW in 1996 and left behind $202 million dollars in direct, Rrst tier 
apending. In audition, thqr paid $15.4 million in sales tax. 

It's good iDDaa)>^-4mt money that can easily be on its wav to some other city, re- 
gion or state if we are not competitive in the travel marketplace. 

For today, I would like to limit my comments to the meetings and conventions 
segment of the travel industry. It's an ares we can most easily measure and one 
that our oiKanization's sales stafT has day to day personal contact with leading to 
first hand, (op of the mind awareness of how important a factor affordable and con- 
venient air service is to our competitive position. 

Rodiester's meeting and convention producU-our hotels and convention fadlities, 
our wpeal and our services, are competitive on a national level — our air service and 
aRbrdabilitv an not. 

Acoeadbility, defined In our burineia as the ease and related costs of getting to 
and from a nte, is one of the top four factors affecting our ability to compete for 

'- 12 and convention business. The others are accommodations (including meet- 

jjitjes), overall affordability, and the affinity or logic of meeting in Rochester 
vEiBuB one of our one-hundred and fourteen (114) competitive cities across the 
United States and Canada. 

The meeting and convention industry ia diHtinctive. The selection proesss dictates 
that decisions made about ccmvention sites today by national orgamzations are for 
meetings 4-7 years in advance. 

In ouer words, the status (capacity and costs) and reputation of today's air serv- 
ice to New Yorics cities is affecting the visitor business we are able to attract in 
the years 2000-2006. Conversely, meetings and conventions that were booked five 
to seven years ago, but meeting this year are experiencing incredible 'Yare and serv- 
ice shock." 

Yesterdi^, I asked our senior convention sales manager for her thoughts. She 
- ■ • - ■— ■ ™ ■ . ^ - '1 meeting in 

ir convention 

^ , _, expected in attendance and that 

hardly any of the sidouses who tradition^ly travel to the conference (and spend 
more than the delegates) were able to attend— sll because of air costs. 

AU of this is further compounded by the challenges of the maritetplace and the 
extraordinary competition for meeting and convention business. Seat capacity, con- 
venient fli^t times, and air fares are determined by demand pattemH. So, if capac- 
ity appears to warrant smaller equipment based on past years' histonr, we are in 
big trouble when we book the American Optica] Society and have 3,000 people who 
all want to arrive on a Wednesday, afternoon in mid-October. Since there may not 
have been a mi^or national convention in the historical data period of the previous 
few years, air lift capability is limited. Not only do those who make their reserva- 
tions early still pay hi^ fares and likely ride in small eiiuipment^ but they displace 
corporate travelers who's frustration shows as they arrive for that important riuai- 
is engagement. 
Uyou proceed « 

__. « of the meetiii„ ... 

money as well as individuals who may start or expand businesses here, r 

see our beautilVil state, be more willing to relocate. At the same time, th( 

are unique. It's unlikely to be pattern predictable, and the changes that come as 

a result of your work will effect site selection decisions and visitor business well into 

the next millennium. I urge you to make sure that the health of the meeting and 

convention segment of New York State's economic fiiture is a significant part of your 

final determination. 

I am available for questions now, at tor reference at a later date. 

Thank you. 
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The Chairman, l^ank you. 
Mr. Tait, welcome. 

STATEMENT OF THOMAS TAIT, EXECUTIVE DUtBCTOR, NE- 
VADA COMMISSION ON TOURISM, ON BEHALF OF THE WEST- 
ERN STATES TOURISM POUCY COUNCIL 
Mr. Tait. Thank you, Mr, Chairman. I am Thomas Tait, execu- 
tive director of the Nevada Commission on Tourism, chairman of 
the Western States Tourism Policy Council. I am appearing today 
on behalf of ^e States of Nevada, California, and Arizona, all oif 
whom strongly support the tenets of the proposed legislation. 

I do not Imow how I could put more convincingly the argument 
that was echoed by yourself, Mr. Chairman, Senator Bryan, and 
Senator Gorton, so in the interest of time I will not try to reiterate 
the comments that were made by the three of you. 

Suffice it to say the Western States Tourism Policy Council came 
into being because western tourism issues have not oeen given the 
attention they deserved. Tourism is a major contributor to Uie 
quality of life and social, cultural, economic, and environmental 
fabric of the western United States. Within our re^on, nearly 2 
million people earn their livings from travel and tourism, and over 
$120 billion is contributed to the region's economy each year. 

In that regard, the comments that were made by the last panel 
with respect to a western misconception about the top 50 airports 
having access to all — excuse me, all but four of the top 50 airports 
having access to high density slot-controlled airports in the western 
United States, the aiiports of Seattle, Portland. San Francisco, Las 
Vegas, Los Angeles, Phoenix, Denver, Salt Lake, San Diego, Sac- 
ramento, Reno, and San Jose, none have access to Washington air- 
port without making a stop before getting into the perimeter bar- 
rier. 

The barrier has set up a restriction that inhibits business trav- 
elers from planning their meetings in the western United States as 
easily as they could plan them in the cities of Cincinnati, Chicago, 
and other areas within the perimeter beltway, if you will, and we 
feel veiy strongly that the increased competition that would be 
brought by the easing of the perimeter rule or dropping of it alto- 
gether would be healthy for the western United States. 

We believe very strongly that the competition engendered by low 
carrier air fares or air carriers coming in from the West and ema- 
nating from the East would be of benefit to all of the tourist leisure 
travelers and business travelers that would be going into all of the 
mqior cities in the western United States, and we give our unquali- 
fied support for this le^slation. 
Thank you, Mr. Chairman. 
[The prepared statement of Mr. Tait follows:] 



Good aftemoon, Mr. Chainnan and members of the committee. My name is Hwih- 
M Tait, and I am the Executive Director of the Nevada Commisakia on Touriam. 
Today, I am not only appeariDS on behalf of Governor Bob Miller and the nine mem- 
ber commiaaion, but also on behalf of the tourism interetU in the states of Call* 
fomia and Arizona, in my capacity as chairman of the Western States Touriam INil- 
icy Council, the organization of state tourism directors for nine western st«t«a. I 
have served aa the abairman of that organization lor the past two years. 
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"Hie Western States Taurism Policy Council came into beiiig because western tour- 
ism issues had not lieea given the attention they deserve. Tourism is a m^r con- 
tributor to the qu«]i^ of ufe and social, cultural, economic and environmental fabric 
of the western states. Within our renon, nearly two million people earn their Uvings 
from travel and tourism, and over )120 billion is contributed to the region's econ- 
omy. We believed that bv focusing attention on areas of crucial need m a unified 
voice, more interest would be extended te understanding and resolving the chal- 
lenges we Gonfivat. Ihiblic land's access, fee iropleroenlatuin, protection of the envi- 
ranment, marketing of underutilised parks and recreation areas, and development 
of infrastructure are Just a few oT the issue areas we have undertaken. We have 
also developed comproiensive advocaqr positions in support of modifications to the 
Visa Waiver Pilot msram and the Passenger Services Act. 

Todffv, I offer our observations on Uie Aviation Competition Enhancement Act of 
1997. Nfr. Chairman, allow me to compliment you and the committee staff for the 
great care you gave to the preparation of this proposed l^slation. It very concisely 
puts forth Uie substance and practicality of amendins the slot allocation and perim- 
eter rule practices in place at Washington's National Airport since 1969 and 1986 
respectively. 

'nw benefactors of this action are the consumers from areas that are beyond the 
1J2G0 mile rsnge not currently allowed non-step service from National Airport. This, 
Mr. Chairman end members of the committee, applies to both western and Wash- 
ingten-baaed consumers — those that must now make a minimum of one, and likely 
two stoiN te reach their destination. 

Wadiington is a viable market for business and leisure travelers into Las Vegas, 
Phoenix, san Di^O, San Jose, Seattle and other western dties. Customers from 
those cities would make appreciable use of non-stop service into National. Westem- 
baaed air carriers would unquestionably rise to the opportunity to service this mar- 
ket if restrictions were eased, thereby engendering increased competition — competi- 
tion resulting in arrival/departure times that are market generated and fare reduc- 
tions. The beneficiaries of these timely changes again, would be consumers, who for 
too long have been burdened with unfair regulations solely based on the geography 
of th^r residence. 

The District of Columbia is the headquarters for a migority of US business and 
profbsaional associations, organiEations which schedule meetings of their member- 
ship throudtout the United Ststes. Often, we in the convention supply business are 
fhistrated Mcause these organizations cnoose cities for their smaller meetings or 
oonferences that are within the "hub barrier" created by the perimeter rule. This, 
w« are tetd, is the direct result of staff convenience — the association's meeting ana 
support stsjr who need to travel to selected venues for site selection and pre-conven- 
tion meeting support. Non-stop service to convention cities in the West would vir- 
tually eUminate any travel inconveniences. 

Leisure travelers based in the West and in the Washington area would also ben- 
efit from the easing of restrictions called for in the amendment. Not only would 
Erice Gonadous travelers have more opportunity to make use of National as an out- 
Dund resource, but non-stop in-bound service would also be highly marketable in 
major western cities. 

In short, Mr. Chairman, we strongly advocate this amendment, and will offer 
whatever support we can to see it enacted. Thank you very mudi for the oppor- 
tunity to appear before you this afternoon. 

Senator Ford [presiding]. I thank you for the comphment, since 
the chairman is gone. He trusts me, and I would never let him 
worry about that trust, so I will be very careful in trying to chair 
the rest of this hearing until he has an opportunity to come back. 

Mr. Goodwin, you reminded me of tiie time I was Governor. We 
had a fellow named Nixon that was President, and he had wfige 
and price controls, and hell, I could not even raise my law enforce- 
ment people's salary in Kentucky to try to have more crime control 
and put more people, so we had wage and price controls. 

I do not imagine Xerox, Kodak, and others up there would like 
for you to have wfige and price controls. Am I correct? 

Mr. Goodwin. It depends upon what you are speaking about, 
Senator. 

Senator Ford. Sure. It is just like, if it fits you, that is fine, but 
if it hurts me, that is all right. 
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Mr. Goodwin. I think they might be interested in price controls 
on certain areas where people are making inordinately high profit. 

Senator Ford, Well, you know, my friend, I have never been 
around anybody that objected to vou making any money. They just 
wanted to make as much as you do. 

And 80 the very fact to come here and say that you wanted to 
limit the individual or company's ability to make money is kind of 
an affront, in mv opinion, to the good old American way, the capi- 
tahst way, you know. You come m)m a business community, and 
I am not sure they would do that, or would understand that. 

By saying you are going to limit their profit, what is fair for the 
goose is fair for the gander, so you do not like what one is doing, 
so you want to curtail them, but this other is all right to make a 
profit. I just do not understand that statement, but that is all 
ri^t. There are a lot of things I do not understand coming from 
that part of the country. [Laughter.] 

Would you be willing to take corporate slots? Would you be will- 
ing to take corporate slots away from National so that you could 
get some more service in Rochester? 

Mr. GoODWD^. I really wouldn't want to comment on that be- 
cause I'm not sure. I'm not sure. I don't know the answer. 

Senator FORD. Well, you knew the Euiswer to limiting the profit 
on airlines. That was pretty damn quick. But — how about limiting 
corporate slots at Nationaf— corporate slots — and we have a good 
many corporate slots at National. Would you be willing to take 
some of those away in order to get more airline service into Roch- 
ester? 

Mr. Goodwin. I don't know, sir. I don't know. Senator. 

Senator Ford. Well, would you support the bill if you found out 
that they can take slots away, Rochester would lose some service? 

Mr. Goodwin. I think that what we would like to see is 

Senator Ford. No, I asked you a question. I am not a lawyer. I 
am on the jury. 

Mr. Goodwin. I would hope that Rochester would not lose any 
service. 

Senator Ford. Yeah, but you wouldn't be for the bill if Rochester 
found out that taking some slots away would reduce some of the 
service you now have, 

Mr. Goodwin. No. 

Senator Ford. OK, that is fine. I just do not believe the Roch- 
ester Chamber of Commerce would support the mayor if he decided 
to shut down 10 percent of the businesses in the city in favor of 
new companies coming in. So that is kind of what we are getting 
here as I see it. 

But, nevertheless, we all have our opinions and then we use 
Henry Clay and we compromise. 

Mr. Ralston, if the Metropolitan Washington Airports Authority 
knew that the perimeter rule and the number of slots would be 
changed, would you have planned the new airport the way you 
have planned it? 

Mr. Ralston. Senator, certainly the perimeter rule and the slot 
rule as it exists were key elements of our entire development plan, 
I would have to say, both at National and at Dulles because we 
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have developed an airport, both a terminal as well as a groundside 
program, reflecting the existence of those rules. 

/md at Dulles, it has been essentially our growth airport. It is 
OUT growth airpOTt plan by virtue of the continued existence of the 
perimeter rule. Whether diere'd be precise and small change as a 
result of this, I can't say. Clearly, without the perimeter rule, the 
assumption would have to be that there would be a change in serv- 
ice patterns — certainly with an increase in slots, a significant 
change in service patterns with the result of a required substantial 
growth in National Airport 

Senator Ford. Would you have any concern, then, if we changed 
the pattern as it relates to slots and to the perimeter rule as it re- 
lates to those who have signed contracts as I talked earlier, which 
disturbs me? Maybe 1 am the only one, but it appears that might — 
we in some way would be vitiating that contract or at least putting 
an additional burden on those who have signed a contract to help 
you imderwrite the new bill — the new airport, the growth of your 
airports, the future new airline landing fees which they'd be re- 
quired to pay, etc. 

You have any concern about that? 

Mr. Raiston. I think, certainly, the carriers would have exactly 
that concern, and we would to a greater or lesser degree share that 
concern. I would — Senator, I'd point out really it's a different, 
slightly different approach for slots versus perimeter. 

As I've indicated in my testimony on slots, if it's a reallocation 
issue, while we have concerns, we view that as being a matter for 
the Congress, provided that the total slots do not increase at Na- 
tional. On perimeter, certainly that has been an element of our 
planning. It has been disclosed, botli rules, in our offering state- 
ment to our bondholders. There's no question about that. We have 
to assume that some of our bondholders have purchased based on 
information in those offering statements. 

The carriers, under the agreement that most have signed with 
us, are ultimately underwriters of our bonds. If they refused to sign 
that agreement, they pay higher rates and charges. So there's no 
question that they are essentially guarantors, ultimately, of our fi- 
nancial ability to pay the debt service. 

The ultimate financial impact of a change in those rules is hard 
for me to be able to tell you without expert study, but it clearly is 
an element of everything that we have developed in terms of those 
contracts and our bond offerings. 

Senator FoHD. Stability is a great thing, and it is more important 
now than ever before, I suspect, because of the investment and the 
cost and so forth. So I am very concerned about where we're going, 
and I thoufdit that we had worked awfully hard to kind of put 
things together and things were working very well. 

Let me ask you another question. When we talk about the perim- 
eter rule, is not there a limit to the size of an airplane that would 
land at National? 

I thought a 757 was the lai^est that you would allow to land at 
National, where you would have larger airplanes land at Dulles. Is 
that correct? 
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Mr. Rai^ton. Technically, Senator, we don't control that; that, 
obviously, is an FAA issue. I don't believe that anything larger 
than a 757 currently lands at National Airport. 

Senator Ford. Well, hey, I learned from my son-in-law '^ever 
ask a question unless you know the answer." And the answer is 
that 757s are as large as can land at National. And so, therefore— 
under present rules. 

Mr. Ralston. Under present rules, that would be correct. 

Senator Ford. Yes, sir. 

Mr. Rai^ton. That would be correct. 

Senator Ford. So, the rules would have to be — ^we are trying to 
change rules everywhere. We are trying to lower companies' profits, 
trying to take slots away from you, we are — you know, it is just a 
topsy-turvy world. 

And I do not want to be a part of it I think we are doing Uie 
wrong, wrong thing. 

Mr. Raiston. Senator, let me touch on your stability point. Tlat 
certainly has been a key element for us. Our bond raUng, as we 
mentioned in our written comments, is as good as any stand-alone 
airport in the countiy, of which we are very proud. 

And stability is an important element of our ability to be able to 
maintain that bond rating and get the low interest rates we do as 
a result 

Senator Ford. And, of course, Mr. Ralston, you said that the slot 
rule is a prerogative of Congress. Well, perimeter rule is, too, when 
you get right down to it. We could change that 

Mr. Ralston. Yes, sir, that's true. 

Senator Ford. And so, then, we become the culprit if we change 
and upset the apple cart and cause you to have problems and 
maybe a lowering of your bond issue, and that sort of thing. I think 
we nave to be veiy, very careful in where we are going. 

Mr. Tait I'd have loved to have gotten to you. I've never won 
much money and very little, particularly in your State. I've found 
Reno has been more — ^I've been luckier in Reno than I have in Las 
V^as, so I'd be more apt to help Reno than I would Las Vegas. 
[I^u^ter.l 

So I do not know whether that helps you or hurts you, anyw^, 
but nevertheless, I will turn it over to my good friend. Senator 
Rockefeller. 

Senator Rockkfeller. For the purpose of further making the 
point that I was making before, I want to ask Mr. Tait a question. 
You would agree, would you not, that the air traffic control system 
essentially establishes airlines as being within the context of public 
policy. 

Mr. Tait. Yes. 

Senator Rockefeller. It is not like selling film or something — 
you're within the context of public policy. You do not have an exist- 
ence, or airlines do not without the infrastructure publicly paid for 
of the air traffic control system. 

Mr. Tait. Agreed. 

Senator Rockefeller. You have come here to testify that you 
like the chairman's bill and that you think it is going in tiie n^t 
direction, as Senator Bryan did. 
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I have said that West Virginia is at the — not having grown in 
population, but only in the bst 4 years we have grown in popu- 
lation. That has been about a thousand people a year — ^we are veiy 
proud of that 

You are growing at about 1,000 people every 

Mr. Tatt. D^. 

Senator RooKEFELlfR [continuing]. Or hour. 

Mr. Tatt. Two weeks. 

Senator Rockefeluir. Two weeks. And, so, I can understand 
if— when you come here, geographically, as the fastest growing 
State in the Nation and say that you want to be able to have more 
and better service because you have more and more people. 

Does that necessarilv mean, however, that the people — that the 
more people that you nave there now and the more people who — 
which the gamine industry attracts to Nevada are, in fact, any 
more important than a like number of people of aggregated Appa- 
lachian States from rural areas that have been — showing a tremen- 
dous decHne in service but who still need to do the same kinds of 
things in terms of getting firom place to place in this countiy tiiat 
your people do? 

Your people are not more important than our people, are they? 

Mr, Tatt. No, they're not. Senator, £ind they made, I think, a fair- 
ly careful point of stating early on that I was here on behalf of a 
large number of States, all of whom have given their support of 
this and all of whom have the same common interest in seeing 
competition improved and seeing the perimeter barriers reduced 
and seeing the slots eliminated. 

Senator Rockefeller. And did not we establish earlier that it 
was primarily, with some exceptions I am sure — ^the Western 
States that were benefiting more by deregulation? 

Mr. Tatt. The Western States nave seen increases in the pric- 
ing — or not increases but 

Senator Rockefeller. Decreases. 

Mr. Tait [continuing]. Increased savings in the pricing that other 
States have not. However, there has been substantive inconven- 
iences that have come along with those minor cost reductions. 

The time that it takes to get into high-density airports from the 
West is enormous by standards of communities that are based on 
the far side of the Mississippi. 

Senator Rockefeller. Well, I understand that, and in the case 
of the Appalachian areas that I might be speaking for, we have suf- 
fered not only the price increases but the service decreases at the 
same time. You have suffered the first but not the second. 

So my question to you is should public policy being made by the 
Confess — should there be an effort to reach out to try to make the 
playing field level as a first requirement before we go on to more 
sophisticated fine tuning of the system? 

Mr. Tait. I think it's incumbent upon Congress to understand 
the growth and development of the communities that make up the 
different industry sections in the United States. Tourism is clearly 
the No. 1, No. 2, or No. 3 industry in the 13 Western States. 

Senator Rockefeller. As it is, incidentally, in all Appalachian 
States that I know of. It is No. 1 in West Virginia and has been 
for 25 years. 
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Mr. Tatt. No. 1 in a State of smaller population and smaller at- 
traction levels and smaller infrastructure may not be the same at 
No. 1 in a State like California, Arizona, or Nevada. 

Senator ROCKEFELLER. Which is why I, in turn, expanded b^ODd 
my base of West Virginia to talk about similar Appalachian. I was 
tTifing to make a population similarity so as to be able to ask you 
this public policy point. 

Mr. Tatt. I believe that its clear that if a State or a region has 
a hig^ propensity toward development of an industry as the States 
of die Western United States have clearly shown, then it^s incum- 
bent upon Congress to take a look at that and be^n the process 
of prioritizing a higher level of standard and a hi^er level of serv- 
ice to those areas which clearly demonstrate a need. 

Senator Rockefeller. And when you say "clearly demonstrate," 
what does that mean to you? I mean — have you lived in Nevada 
all of your life? 

Mr. Tatt. No. I was bom and raised in San Francisco, but the 
last 28 years in Nevada. 

Senator Rockefeller. Ever been east, other than todqy? 
[Laughter.] 

Mr. Tatt. No, I've — I was vice president of marketing of the Na- 
tional District Attorneys Association in Alexandria, 

Senator Rockefeller. OK. Well 

I think 111 just go back to my original statement [Laughter.] 

That public— ^ou are too well traveled for me to argue with. 

But that pubnc policy in this question has to be — this is not like, 
you know, trade policy with Japan or China. This is a question of 
the American people, through the public policy of air traffic control, 
saying that we're looking for a fair standard. 

And I think, frankly, that the comparison I made earlier to the 
interstate highway system is a very, very good one 

Mr. Tatt. Mm-hmm. 

Senator Rockefeller [continuing]. And one that the air indus- 
tiy ought to look at, or the public policy aspect of the air industiy 
ou^t to look at also. 

And that is that the interstate hi^way system makes no distinc- 
tion between populous and unpopulous States because it assumes 
that— like the telephone, universal service, and hence the Uni- 
versal Service Fund — ^in order for people in New York to be able 
to do business with people in Billings, MT and vice versa, there has 
to be an equity whicn is at the base of the public policy philosophy. 
And I think that is simply the point I woula make to you. 

I don't begrudge ^ou your growth. I like that very much. I am 
happy that it's coming to Nevada. I wish we had the same. Some 
of us are working verv, very hard to try to get it to be, if not at 
the Nevada level, at least something which is entirely different 
from our history. 

All I'm saying is that, without a public policy rationale of fair- 
ness, we will never be able to do that. 

Mr. Tatt. One final point on that, then. Senator. I would hope 
that you'd take a look at the investment level of the private sector 
and the commitment of the public sector in creating public poVn 
in those regions as one of the bases by which you base your stand- 
ards. 
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Senator Rockefeller. I think Uiat is fair, and it is one of the 
reasons tiiat the Republican Governor and the junior Senator from 
West Virginia, who is a Democrat, are goin^ to be holding, actually, 
a series of air summits as we consider doing things which will be 
very difficult for West Virginia to do; that is, what we call 
transparks— building dual 11,000-foot runways with enormous 
areas around them lor manufacturing, distribution, and the rest of 
it, things which you never have to worry about in Nevada because 
you are mostly flat We are only 4 percent flat^-everything else is 
a mountain. 

So, we are doing our best, Mr. Tait. 

Mr. Tait, Thank you, sir. 

Senator Rockefeller. We just wanted you to think about us. 

Senator Gorton [Presidingj. I thank this panel verv much for 
what it had to say here, and I guess we are finished with questions 
for you. 

Our last panel is Mr. Nagin, Mr. Babbitt, Mr. Faberman, Mr. 
Murphy, and Mr. Rowen. 

Mr. Murphy and Mr. Rowen, you're the two from far away. Do 
you have aircraft to catch to go home this evening? Are you on 
close deadlines or does it not matter to you? 

Mr. Murphy. I am not on a close deadline. 

Senator Gorton. OK. Who else — is another one of you from far 
off, from ChicEigo, I think? 

Mr. Rowen. No, sir. 

Senator Gorton. OK Then, under those circumstances, well 
take your testimony in the order that your names appear and start 
with Mr. Nagin. 

STATEMENT OF LAWRENCE M. NAGIN, EXECUTIVE VICE 
PRESIDENT FOR CORPORATE AFFAIRS AND GENERAL 
COUNSEL, US AIRWAYS 

Mr. Nagin. Thank you, Mr. Chairman and members of the Com- 
merce Committee. Good afternoon. My name is Larry Nagin. I am 
the executive vice president for corporate affairs and general coun- 
sel of US Airways. On behalf of US Airways, I appreciate the op- 
portunity to testify before you today. 

A primary goal of the proposed bill is to increase nonstop service 
from small- and medium-sized communities to high-density air- 
ports. If nothing else, the purpose of my statement today is to con- 
vey to you Uiat this bill will have precisely the opposite effect 

Redistributing slots to new entrants will not produce the increase 
in service to small- and medium-sized markets that its proponents 
intend. Even worse than failing to achieve its goal, this bill would 
inflict significant harm on incumbents such as US Airways, our 
en^loyees, and the communities we serve. 

This bill, in fact, will reduce service to smaller communities. It 
will cost jobs as a result of that loss of service, and it will jeop- 
ardize the hundreds of millions of dollars in investments that US 
Airways and airlines just like us have committed to the many com- 
munities we serve wiUi our networks. 

Redistributing slots from US Airways to new entrants means 
that we will have to reduce our current service to slot-controlled 
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airports. Let me show you the markets that the vystem — ^US Air- 
ways' system already serves from National and LaGuardia airports. 

Here is an example of US Airways' Washington, DC, nonstop 
service. All of the lines in red are service to small- and medium- 
sized markets. Over 80 percent of our service into Washington Na- 
tional is from smaller communities. And I submit, Senators, that 
you have heard today a vast array of testimony of what would hap- 
pen if there is a forced withdrawal of slots. Choices will have to be 
made. 

Unlike our more profitable routes from big cities or our hubs, 
many of these smaller communities simply do not have enough peo- 
ple "ying to New York or to Washington alone to justify nonstop 
service. Therefore, service to the smaller communities on our net- 
work and the networks of other airlines is only possible because of 
the ability to attract additional passengers connecting to other cit- 
ies. 

Without the benefit of a network beyond LaGuardia and Na- 
tional, new entrants will be unable to serve small- and medium- 
sized communities and survive over the long nm. However, thanks 
to US Airways' system, passengers from dozens of smaller commu- 
nities have nonstop service to both LaGuardia and Washii^ton, 
DC. 

If Congress confiscates and redistributes some of US Airways' 
slots, we will be forced to eliminate some of that service to smaller 
communities. It's an economic reality that you've spent some con- 
siderable amount of time discussing here today. Indeed, that is the 
veiy type of service that the proposed bill seeks not only to protect, 
but also to increase. 

We present several reasons in our written testimony why slot re- 
distribution is unwise and will be counterproductive. In particular, 
tjie Department of Transportation's previous attempt to recUs- 
tribute slots from incumbents to new entremts did not achieve its 
goal. 

GAO found that of the 152 slots withdrawn in 1986, just 3 short 
years later, only 13 slots were still being used by new entrants. 
Some lawyers would say we rest our case at that point. 

Rather than redistributing our slots to new entrants, we believe 
Congress should evaluate the alternatives. And you've also heard 
a lot of good reasons why alternatives should be examined. 

For example, just look. Last week, the Department of Transpor- 
tation created 31 new slots at high-density airports for new en- 
trants. Before confiscating US Airways' slots or any other air car- 
rier similarly situated. Congress should evaluate whether DOTs 
recent slot action will achieve its desired effect. It is common sense 
to make that determination. 

Alternatively, in light of the artificial limit on the number of 
slots at National Airport — and I think we should keep in mind that 
the slot allocation at National, as we've heard from other witnesses 
today, is an artificially constrained number — ^we ask, does it really 
make sense to dedicate 12 slots an hour, 12 slots an hour, or al- 
most 20 percent of the slots at National, and 6 slots an hour, or 
an average of 5 percent of the slots at LaGuardia, for general avia- 
tion? And indeed. Senator Ford, that was the question you were 
asking from the gentlemfin from Rochester about corporate activity. 
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Finally, new entrants and low-cost, low-fare carriers are free to 
start service to Washin^n, DC or New York City right now, at 
Dulles, Baltimore-Washington International Airport, or Newark. 
There are alternative airfMrts available to serve each city without 
any slot constraints. 

Let me make it very clear, Mr. Chairman and members of the 
Committee — ^US Airways is not afraid of competition. We are not 
tiying to keep competition out of slot-controlled airports. We are 
simp^ s^ng that our slots — US Airways' slots if you will — should 
not be confiscated. Our communities that we're serving today with 
this vast network here into Washington National and the same 
tvpe of network with medium and small cities into LaGuardia 
snould not be penalized, and that indeed is what will happen if 
slots are confiscated. 

US Airways already provides convenient, nonstop service to doz- 
ens of small communities and connecting service to over 100 small 
communities across the country. We're not an upstart airline. 
We've been doing this for over 50 years. We and our employees 
have maintained our commitment to small communities, and we 
appreciate, Senator Rockefeller, your statement about US Airways 
providing that service to West Virginia. We're still there and we 
want to stay there. But it would be unfair to penalize us now with 
a policy that we believe simply will not work. It will cost jobs. It 
will cost service to communities. And, indeed, it will deter invest- 
ment. 

Thank you. 

[The prepared statement of Mr. Nagin follows:] 



Mr. Chaimian, Meroben of the Comnwrce Commtttee, on beha]f of US Airways, 
I appreciate the opportumty to offer this testimony^to present its views on issues 
that are critical to the l\iture of US Airways. 

I. US AIRWAYS AT A CKOSSBOADS 

file heart of US Airways' route structure is along the East Coast, in the North- 
east and Mid-Atlantic regions. This area is densely populated and charact«riied pre- 
dominantly by short-haul trips. The skies over the Northeast are very congested and 
the costs of weather-related and other delays can be very hi(^. In addition, the re- 
gion has some of the hi^est landing fees in the cnuntiy. For example. New Yoric's 
LaGuardia Airport chargea the hi^est landing fee in the country. US Airwir^ has 
struggled for years under the buraen of these high costs and it nas endured yean 
orsta^eringloaaes and downsizing. 

St^nen Wolf and our current management team came to US Airways with a vi- 
sion of reinvigorating the airline by Browing rather than shrinking: and we sought 
to preserve as much of US Airways platform" as possible from wnich to build an 
international netwoik. Recently, this approach has resulted in several profitable 
quarters for US Airways. Our goal is to see US Airways grow into a majoT inter- 
national airline, even though we will be starting behind the other m^or airlines 
that are already several years ahead of ub on tjte path toward international growth. 
We have no choice, however, because if the competition is growing then we must 
grow to compete and that means becoming a glooal carrier with more modem air- 
craft, secure jobs, and competitive and cost-effective service for our customers and 
the many communities we serve. 

The key to unlocking the growth potential of this airline has been to put in place 
a competitive cost structure that will enable US Airwi^s to compete both with the 
other mqjor esters and with the low-cost, tow-fare carriers that have now spread 
their service throughout the East Coast and the Mid-Atlantic. Over the last 18 
months, our management team has been engaged in a candid dialogue with US Air- 
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wavi* employee! over the dtoloe bdng onr company — whether to grow into n ^oU 
aiiline or to cnntinue shrinking into a regional cairier. We have jurt readied a ten- 
tative agreement with our pilota' union — ALPA — to put in fdaoe a conqietitive cMt 
structure and in exchange to guarantee growth and Job security, among oOmt 



ttungs, for our pilots. We are hopefiil Uiat Uie memberuiip will riafy that agiw- 
ment, and that we can reach similar HAreements with our other employee unkni, 
nevttiationB for whidi are now taking place or are contemplated for the d * ' 



One key component of our tentative agreement will be uie creation of a separate, 
lower cost airline within US Ainvays to compete with our low-coat, low-fare rivsh, 
including those that are independent, such as Southwest, and those that operate ai 
part of odier mqior carriers, audi as Delta Express. We believe that this tentaths 
■ 'U altow US Airwaya to compete wgorot "' "'■' •--'-■ •• 



ngonroaly with our rivals in all n 

_._, „ emationalty fivm our extrasive ro_._ 

netwoik along the East Coast. Onlv when US Airwaya can compete auccearfbl^ 
both against other nifuor airUnes ana against the low-cost, low-fare carriers can thii 



the face of years of losses, US Airwaya made substantial c ___,_„._ 

to its route structure and to its airports. Specifically, because LaGuardia and Ns- 
tional Airport in Washington, D.C., are so integral to US Airways' route system, we 
have Bpenl millions to buy 266 take-olTand landing slots at those two airports since 
the Buy-Sell Rule was iiutituted. In addition to purchasing slots, US Airwaya hu 
invested hundreds of millions of dollars to develop farilities at those airporta that 
will support our netwoik of flints usinK those slots. For example, at LaGuardii, 
US Airw^s is responsible for paying fuU debt service on $202 million in bonds to 
build its terminal, which opened in September 1992. At National, the airport an- 
thority has funded approximately $1 billion in improvements primarily throng 
bond Hnanring and consequently US Airways' costs have doubled to pay for the new 
terminal, whidi opened this year.' Nonethelera, we have been a strong supporter 
of the new terminal and investments to modomize the airport, and we have invested 
heavily to mariiet our routes to National. This huge investment in airports and b- 
cilities creates value and convenience for consumers by maximizing the use of alota 
in slot-controlled airports. US Airways' investment in National ana LaGnanUa lUso 
fulfills oongreBsional objectives by sustaining service to small- and medium-siied 
communities that would not otherwise have non-stop service to hi^ density airports 
and providing single carrier connecting service between numerous other small com- 
munities where non-stop service is not feasible. 

But all that we have been trying to build at US Airways, including our long- 
standing commitment to providing non-stop service to amaller communitiea, will be 
put in jeopardy if we do not have the slots to maintain and ultimately to expand 
our network. For that reason, we believe the proposal to take slots away trom US 
Airways and from other incumbents to be poor policy. 



As Conness considers ihie legislation, it is critical that this Committee not under- 
estimate the far-reaching consequences of confiscatinK slots or, if you will, opportu- 
nities from carriers sudi as US Airways. The networks built by incumbent earrien 
e'eld huge consumer benefits — including service to small communities — whidl will 
■■ put at real risk if slots are confiscated. One goal of the proposed bill is to increase 
non-stop service from small- and medium-sized communities to hi^ density airports 
such sa National and LaGuardia. The single most imjMitant point of mv testimony 
is to explain that this bill will have precisely the opposite effea. Redistributing slots 
to new entrants will not produce the increase in service to small- and medium-siied 
markets that its proponents intend. Even worse than failing to achieve its goal, this 
bill would inflict significant harm on incumbents such as US Airways, our employ- 
ees and the communities we serve. This bill will reduce service to smaller commu- 
nities, it will cost jobs as a result of that loss of service and it will jeopardize the 
hundreds of millions of dollars in investments that US Airways and other airiines 
have committed to building their service and their networic. The proposed bill would 
undermine one dynamic oT the airline industry that already woriis very well — our 
networics serving the hi^ density airports— in what will be a futile attempt to guar- 
antee competition that only the maritet can provide in the long run. 



>Olher carriers at ■kil'Contnined aiiporU holding namerous slots have all invoslod heavily 
in those operatians. For eumpk, Business Expresa Airlines, Inc., a emnier whkh racenlly 
emerged (nan Chapter 11 bankiMln protection, lias made substantiB] investment in its 24 
LaGuardia ■lota.* See Answer of Business Express Airiims, Inc. opposing Spirit Airlines' apdi- 

- - *ir49UAC|417U. 
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TUa U M V MO aCfcet mmU be partkaUriy ironic bacnN US AirmiyB itadT •■■»- 
bodiem uw vmy ooainiitmait to wtwwing ■mall- and medium-aiiMl mainta that the 
piopoaed biQ aedu to eoGoarage. loitead of undertaking audi a ahort-ai^tad pro- 

1 n 1. — II -J •.. i- !___ J — ^j. jjjjj jg^ dangeroua after- 

n efTective aohituin. 
T9te EoonomicM ofAirtuu Network* 

miins planea and flying paaaengers aafely is what the airiine buaineaa ia all 
ftbout trie to-called *1o«d Tactoi^— the percentage of seats on an airplane filled by 
pqringpaasengera — ia an immutable fact of airline economics. To survive, an airline 
lauat tnr planea with enou^ pasaeogen to defray the casta of eai^ Di^t— the 
plane, Uie fbel, the employeea, the gates, landing leea, ground facilitiea, alota, etc 

On denaely ttmeled routes, audi aa between big dtiea like New Yoric and Wash- 
ington, D.C_ there an always enou^ paiaengera to justify point-to-point service. 
But obviouan, that is not true for evei^ dty or small commumW. As an alternative, 
airlines can lul their planes at cotlectms pointa (known as hubs) to collect enou^ 
pasaengera — and to generate a suflldenuy hidi load factor— to fly non-stop to hi^i 
density aiiports audi as LaGuardia or NaUonal. This has become known as the "hub 
and spoke system. US Airways haa hubs at Pittsburg and Charbtte, where we 
collect pasaengera traveling from rities without enou^ trafTic to fly to National or 
LaGuardia non-sto|i. Other niajor airiines, sudi as United, provide service to 
LaGuardia and National primarily from their hubs, such as OUare for United. 

There ia another alternative that aUows US Airways to serve many smaller com- 
muniUes non-stop to National and LaGuardia and have that service m econamically 
viable. US Airways has invested hundreds of millions of dollars to build mudi of 
its aervice pattern — ita network — around National and LaGuardia. Our significant 
presence at these two airports allows us to ofler paaaengers convenient connections 
throu^ National or LaGuardia to over one hundred other destinations in the US. 
TberNore, for a small community that might not otherwise have enou^ passengers 
traveling to National or LaGuardia to warrant non-stop service, US Airways can at- 
tract other passengers that will connect throu^ National or LaGuardia to the many 
other dties on our networii, making non-stop service to that small community eco- 
nomically viable. 

The compoution of paaaengers traveUng from Mandiester, New Hampshire to Na- 
tional provides a good Ulustration. Just over half of the passengers Irom Mandwster 
are (lying to National as their ultimate destination. Forty six percent (46%) north- 
bounil and fifty peicent (50%) southbound, however, are connectins through Na- 
tional to other (festinations. As this example demonstratos, the ability to attract 
passengers by oflering many such connections through National or LaGuardia air- 
porta to the rest of our network permits us to offer non-stop service to these airports 
from many smaller cities. The key to the network I have described is having sufll- 
dent slots to offer the benefits of non-stop and connecting service to dozens of small- 
er communities. Taking away slots threatens the entire structure, disrupts our serv- 
ice pattern and eliminates service to the smaller communities that are most depend- 
ent on the network. 

US Airways Already Serves More Small CommuniUes Than Any Other Airtine at 
National or LaGuardia 

US Airways already provides non-stop jet service to more small- and medium- 
sized communities from those two airports than all other airlines combined. Ihis is 
precisely the goal behind the proposedbill. ITie attached charts illustrate the dozens 
of smaller maikets US Airways currently serves non-atop from National and 
LaGuardia. US Airways is unique in ita commitment to servina these smaller com- 
munities. US Airways system olTers non-stop service to 34 small- and medium-sized 
communities from National — this represents over 80% of the markets we serve non- 
st^ from National. At LaGuardia the picture is similar — nearly 80% of the maritets 
Us Airways serves non-stop are small- or medium-sized communities. Contrast US 
Airways' commitment to serving smaller markets with other airlines' service to Na- 
tional and LaGuardia and you will see that the percentages are flipped — 71% of 
oUier carriers' jet service from National and 66% from LaGuardia serve large mar- 
keta. 

US Airways has already made a significant finandal commitment to providing 
aervice from the smaller communities within our network non-stop to National and 
LaGuardia. If Congress confiscates some of US Airways' slots at those airports, we 
win be forced to eliminate some of our service to smaller communities — the vei? 

rof service that the proposed biU seeks to increase. The loss of each slot affects 
viability of other points on the netwoik. For example, if peak period morning 
aervice to a small city is canceled, afternoon and midday service may no longer be 
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ity of service to other small dties that depead on that cennecting traffic to break 
even. The withdrawal of ilots erodes the viability of the netwoA tkat makea service 
to small communities viable. In short, the proposed bill will haw predaely the o^n- 
site of its intended effect. 
Withdrawing Slota Will Forte Airiinea to Reduce Service to Small Communitiea 

The ptopoeed bill contemplatei withdrawing a dgniflcant number of slota from in- 
cumbents—up to 10% in Uie first year and 5% every two years thereafter. Fn»- 
ponents will counter that the bill would only take slots that are not used to sem 
■mall- or medium-sized communities. The reabty is that slots are fungible — no mat- 
ter whid) slots are taken, US Airways and other airlines would have to eliminate 
service to smeller communities. Slots represent the right for an aircraft to take off 
or to land at a particular time of day— Uiey are not dedicated to provide service to 
any Bpecific destination point. As has already been described, airluM economic* dic- 
tate mat taking National or LaGuardia slota awi^r from incumbents like l^ Air- 
ways inevitably would penaliie smaller communities that currently have non-sttn 
service to National and LaGuardia on our netwoik. In other words, service to small- 
and medium-sized communities will be jeopardized by any slot coafucation because 
incumbent airlines will need to use their shrinking suppW of slots for their naore 

[irofitable and efTident routes — for example, those to and from their hub* — thereby 
esving smaller communities that have less traflic in jeopardy of losing service. As 
DOT has clearly and correctly anticipated, slot withdrawals £n>m incumbents would 
result in the lusruption of service: "Service to small- and mid-sized cities would 
nmbably be most auected by such disruption. . . . Further, many of these [incum- 
oent] carriers have created markets and service aattems at these airports whidi 
could be eliminated if they are to lose a large numbers of slots." (61 Fed. Reg. 8632, 
8633-34 (March 12, 1986).) Thus, the proposed bUl would take the lifeblood of our 
network — the slots at National and LaGuardia— that enable us to provide oon-st^ 
service to the doEena of small communities on our network. 
Redistributing Incumbents' Slota Will Cost Jobs 

To rewrite the sbt rules and jeopardize our investments in National and 
LaGuardia and in the dozens of smaller community airports on our networii threat- 
ens our viability and the thousands of jobs that depend on this airline. Ironically, 
it also threatens our commitments to the smaller communities on our network that 
benefit from US Airways' non-stop service to National and LaGuardia. This threat 
also undermines the foundation of the promise we are making to our employees to 
build and expand US Airways into a glob^ airline through the purchase of billions 
of dollars in new aircraft and the growth of our service network. 
Taking Slots Now Would be Grossly Unfair lo Incumbents thai Have Inoeated Mil- 
lions in Airport Facilities in Reliance on the Buy-Sell Rule 

US Airways' investments in infrastructure at LaGuardia and National, as well as 
in the other airports and local communities on our route network, have been ex- 
pended in good faith reliance on DOT'S assertion that the 6% withdrawal and redis- 
tribution of slots to new entrants in 1986 was a one-time event. DOT expressly an- 
nounced that, thereafter, the "primary method for obtaining slots in the fiibue is 
to buy or lease them, and future new entrant carriers can utilize that method along 
with other operators." (See 61 Fed. Reg. 8632. 8634 (March 12, 1986).) The proposal 
to redistribute slots from incumbents to new entrants will jeopardize the hundreds 
of millions of dollars of airlines' investment and would be a breach of faith with the 
airlines and the cities they serve. 

Even worse, by jeopardizing airlines' past investments, the bill will discourage air- 
lines from making similar investments in slot-controlled airports in the future. Ute 
Antitrust Division of the Department of Justice (DOJ) has taken the position that 
urgustiTied slot withdrawals woUld be unwise, reasoning that the expectation of 
long-term possession of slots would give airlines the incentive to "invest' in the sbt* 
they hold to maximize their value. If the airlines have certainty that they will be 
able to realize a return on their investment over time, then airlines will make in- 
vestments such as building and improving terminal and ground-handling facilities 
(e.g., gates, lounges, etc.), purdiasing appropriate equipment (e.g.. Stage 3 aircraft), 
advertising and integrating routes from a slot-constrained airport into a network 
and the like. Changing the rules now will discourage airlirtes from making those in- 
vestment* in the future. 
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Govertimmt Aitervcntion btto the Slot Market Has FaUed in the Past 

Tbb PAA'a previoua attempt to benefit new entramta by withdrawing alota from 
iDcnmbenta and rediatribntiiig them to new entrants by btteiy was a complete fail- 
ure. In 1986, when the PAA Ont implemented the Buy-Sell Rule, it withdrew 6% 
of Qte air carrier alota at •lot<(intn)lled airporia to create a pool of 1S2 slota that 
were reallacated to new entranta throu^ a lottery. By 1990, only 13 of theae 162 
alota were atiU being operated by the airlinea that received Uiem from the lotteiy. 
Rather than making a long-term commitment to aervinz theae airporta, new en- 
trajita turned annind and aold 64 of the slota they had obtained from the lottery. 
(Notably, over two-thirda of the alota at National were sold.) Thirty-six of the 162 
alota awarded to mw entranta were returned because the new entrant failed to use 
them. TtiR inaUlitv or unwillingneaa of new entrants to operate the slots they re- 
ceived in the 1986 lotteiy made the redistribution acheme a complete failure. 

Indeed, this f^ure is all the more astonishing inasmuch as the new entrants and 
Umititd incumbenta understood that the 1986 withdraw-and-rediatribute adieme waa 
a one-time event. DOT rejected aropoaala to make the 1986 withdrawat-baaed lot- 
teriea "periodic." Inatead, DOT atated that going forward, "the primaiy method for 
obtainina ilota in the fiituie is to buy or lease them, and future new entrant carriers 
can utihze that method aloiw with other operatora." (See 51 Fed. Reg. 8632, 8634 
(Maidi 12, 1986).) According^, new entrants that aold or returned the redistributed 
alota understood that the mancetplace waa to be their primary source of abts in the 
fiiture. Nonetheleaa, they did not operate most of the slots they were given, but in- 
stead, they aold or returned a lame nugority of the withdrawn slots. Another at- 
tempt to confiscate incumbents' skits and redistribute them to new enttants will 
only fail amin. 

OtM of tne reasons for this failure lies in the economic realities of the industiy 
I described eariier. It is simply not realiatic to expect a new entrant to maintain 
lervice to smaller cities without a hub at these cities or a network. Let me be blunt. 



carrien and give these slots to new entrants. For the same economic reasons that 
US Airwavs depends upon a network to provide viable service to smaller commu- 
nities, and as experience so amply demonstrates, a new entrant without such a net- 
work would likely soon abandon such service as well — leaving that city not with two 
airlines offering comp^ing service but possibly with no service at all. For this rea- 
son the proposed bill would have the opposite of its intended effect. 

For example, according to one consultant, new entrant and smaller airlines lost 
almost $200 million in 1996. (See "Endangered Species," The MBA Aviation Oracle 
(July 1997}.) Efforts b^ the government to intervene in the maiketplace on behalf 
of new entrants or limited incumbents to give them a competitive adVanta^ or oth- 
erwiae to promote their operationa have had a vety poor record. Moreover, inasmuch 
aa there are only lour slot-controlled airports in the United States, it is ilbgical to 
claim that the cost of obtaining alota at such airports is a reason why many new 
entranta have failed, despite the efforts at government assistance through prior lot- 
teries or community subsidization of aircraft or routes. Instead, Ckingress should 
recognize Uiat other factors — euch as flawed business plans, insuITicient financing 
and poor management structure — explain the discouraging track record for start-up 
airlinea. 
Slots Alone Cannot Guarantee Low Fares for New Entrants 

Obviously, the financial status of many new entrants calls into serious doubt 
whether another slot redistribution from incumbents will guarantee that new en- 
tranta can succeed over the long term. Even for fmancially sound and stable new 
entrants, however, the basic economic (^arnica of the ainine industiy and other 



faeton at alot-controlled airports will seriously undermine new entrants' ability to 
diarge rock-bottom fares. New entrants will face higher landing fees, gate leaae 
diargea and otlwr coata Ihat will prevent them from offerinA the same low farea 
thnr can from other less expensive airports. Indeed, low-cost, tow-fore carriers, auch 
M Sonthweat, have succeeosd in large part by avoiding the more congeated, hi^er 
coat aiiporta sudi aa National and LaGuardia. For example, by uaing Baltimore- 
WaditnCton Intmnatianal Airport (BWD, not only does Southwest avoid the coat of 
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•bt« and hitler Unding fees and facility reatola at National, but in addition it it 
Me to pursue its strategy of minimizing "turn-times' (i.e., the Ume a plane stays 
on the graund), thua mwxiiniriiig the efficient use of equipment and crews at \tm 
congested airports. 
Slot RedUtribution WiU Require Substantial Government Re-Regulation 

For the current proposal to woric in Uie face of the facts described above will take 
maasive govenunent intervention and regulation of the new entrants' use oT the le- 
distributM slots. In fact, it will substitute governmental dedsion-making fin- mar- 
ketplace allocation. In easence, thia proposal seeks to roll back dereguuttioD and 
diange the rules upon which carriers have relied in good faith and inveated hun- 
dreds of millions of dollars to provide service to smaller communitiea. The B^-Sell 
Rule was created, consistent with the implementation of airline der^ulation as 
mandated by Congress, to allow the efTicieades of maricet forces to allocate slota— 
a scarce resource-— to their hi^ieat valued use. Government attempts to override 
and interfere with the market not only destroy airlines' reliance on the market, but 
also create incentives for new entrants that will undermine Congress' original goals 
OB discussed below. 

What is even worse about this proposal, government intervention will not and 
cannot be limited to the simple but draconian measure of taking slots from incum- 
bents and redistributing them to new entrants. Rather, because redistribution de- 
strovB the normal maricet incentives that allocate slota to their moat valuable uae, 
DOT will be forced to supervise and to micromanage the use of redistributed slots 
to enaure that new entrants use them as promised. For example, a start-up carrier 
that receives peak-period slots at National for service to a veiv small city would be 
using those slots for a use that is not the most profitable or ue hi^est valued by 
the market. Thus, there will be a strong fmancial incentive for the new entrant to 
switch its service from that route to a more proGtable one — one with greater pas- 
senger demand. Similarly, and for the same reason, there will likely Iw other air- 
lines willing to buy those slots from new entrants and put them to a more profit- 
able, hi^er valued use. To ensure that redistributed slots are actually used br 
their intended purpose — rather than succumbing to market forces— the government 
will have to continue to monitor and regulate the use of redistributed slots over 
time. 

'nierefore, unless DOT engages in a substantial level of re-regulation, new en- 
trants that receive slots would be permitted to use — would even be rewarded for 
using — gantesmanship to obtain them. But, of course, such government micro- 
management would necessarily Involve regulating route selections — the very artifi- 
cial mechanisms abolished with deregulation ana the elimination of the old CHvil 
Aeronautics Board ("CAB") — and would directly conflict with the goals and direc- 
tives of the Airline Deregulation Act. Moreover, even if the govemrttent were suc- 
cessful in establishing a regulatory framework to ensure that new entrants used 
their slota for the intended purpose over time, that in itself is no guarantee th^ 
consumers will enjoy the benefits of lower fares on those routes. 

IV. A MORE PAIR APPROACH 

CJonfiscatins an incumbent carrier's slots for redistribution to new entrants will 
have far-reaching cons^iuences that will undermine the very goals that Uie pro- 
posed bill seeks to achieve. Before instituting such a draconian policy. Congress 
should take note that the number of slota are artificially constrained — the very ex- 
istence of sbt-controlled airports refiects a policy decision by Congress to restrict ac- 
cess to these hi^-demand airports. Congress could change that policy. To the extent 
that the policy is perr^eived as outdated. Congress con always reconsider the benefits 
of the decision to limit access to these airports. However, even if Congreaa recog- 
nizes that the benefits of the high density rule outweigh the costs, then Congress 
still can purvue less draconian alternatives to increase access for new entrants with- 
out takins the extreme step of confiscating incumbents' slots. 

First, Oangress should allow DOT lo continue to exercise its authority to grant 
sbta for new entrants and limited incumbents. (49 U.S.C.A. {41714.) Indeed, Con- 
gress has encouraged DOT to use this authority recently and, just last week, DOT 
exercised that authority to grant 31 slot exemptions lo new entrant carriers. Fron- 
tier received 6 slot exemptions at LaGuardia for Denver- LaGuardia service; VahiJet 
received 11 slot exemptions at LaGuardia for Atlanta-LaGuardia service; AirTran 
received 4 slot exemptions at LaGuardia for Knoxville, TN-LaGuardia service; Reno 
Air received 2 slot exemptions at OTIare for Reno-Ollare service; and Trans States 
Airlines received 8 slot exemptions to provide service between Asheville, Chat- 
tanoon, Roanoke and Tri-CitMS and CHare. This last exemption was granted de- 
spite DOT'S recognition (hat Trans SUte did not meet all of the criteria DOT act 
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forth to qualify for exceptionftl drcumitances. NonethekM, DOT granted the exemp- 
tiaiu to "advance an important Congresaicuial goal, using dot exemptioas to promote 
service to mKUum-alied communitiea." (See DOT Order 97-10-16 at 9 (Oct. 24, 
1997).) 

Thia extensive grant of 31 slot exemptiona reflects a Btning willingness by DOT 
to use ita authority to address the veiv concerns that now motivate Congress' inter- 
est in the pending legislation. In fact, in its orders last week, DOT was ouite explicit 
that it has decided to "deflne "oraeptianal cimunatances' more broadly by recog- 
nising the need for competitive aervioe in a market, especiallv bw-fare competitive 
service.' (See DOT Order 97-10-17 at 3. (Oct. 24, 1997).) In deciding future slot ex- 
enopUon requeats, DOT indicated it will place *b premium upon the introduction of 
<a) new nonstop aervioea wheie none exbt and (b) new competitive services." (See 
DOT Order 97-10-17 at 4.) Particularly given DOTb recognitkin of Congress' con- 
cern and D07*a action to meet tliat concern,' it would be premature and an unnec- 
easaiy gamble to conHicate slots from existing service without knowing whether 
DOT'S action was succeaaful. 

Second, Congress should evaluate whether slots allocated for general aviation 
(GA) use — for small, private aircraft, diarter and mllitaiy use — are the moat effi- 
cient use of the limited resources available at slot-controlled airporte. The FAA con- 
ducted an extenaive evaluation of GA alota in its May, 1995 Report to Congress: A 
Study of the Hi^ Density Rule. The FAA concluded that GA operations at National 
'contribute to delays* while "providing benefits to a relatively small share of airport 
users." (See Report to Congress at 104.) On average, general aviation and "othei^ 
users at National perform 171 operHtions per day, equaling 1S% of total airport op- 
erations. At LaGuardia, these users perform, on average, 48 operations per day and 
they account for B% of total airport operations. Given that the slot limits are abvady 
artuicially constrained. It would be diflicult to Justify taking slots away from air- 
linea' existing service to dozens of small communities while preserving so many slots 
for corporate and personal use. Congress should weigh heavily the benefits to thou- 
sands of passengers in small communities throughout the U.S. seeking access to our 
nation's capital against the possible inconvenience for— using FAA's words— "a nar- 
row portion of the population.' (See Report to Congress at 109.) Instead, reallocating 
some of theae slots for airline use— including new entrants — allows greater public 
beneOt from a scarce resource. 

"niird. Congress should take note that open and unrestricted access to other air- 
ports near slot-controlled airports offers viable alternatives for many travelers, 
while airports sudi as LaGuardia and National may be mope convenient for some 
paaaengers, competitors have had great success at nearby airports, sud) as Dulles, 
BWI and Newarit. Several new entrants have built very successful business plans 
around exploiting these airports. For example. Southwest has found BWI to be an 
excellent and efncient alternative airport. BWI is leaa congested, permitting much 
faster and, therefore, cheaper turnaround times, and overall it has significantly 
lower costs than can be found at National. Efforts to promote the use of alternative 
airports through innovative thinking, sudi as better mass tranait plana, could pro- 
vide beneficial and workable alternatives to disrupting existing airiines' service to 
small coQununities through confiscation of slots. 

V. CONCLUSION 
In sum, US Airways believes that the polity of confiscating slots to encourage 
service to small- and medium-sized communities will not work and, even worse, will 
eliminate non-stop service that US Airways already provides to many smaller com- 
munities today. We believe there is no evidence that redistributing slots will result 
in long-term service to new communities— in fact, all the evidence is to the contrary. 
And, as we have set forth above, there ate strong reasons to l>elieve that this nolicy 
will hurt small- and medium-sized cities already served by US Airways, jeoparoizing 
the jobs and inveatmenta in these communities that depend on air service to Na- 
tional and LaGuardia. It seems particularly short-sighted to push sudi a risky pol- 
in when there ar« significant and less harmful alternatives that remain unex- 
plored. 



■[nits order, DOT ■nnnunced that we are concurring with the concemi that have been railed 
by members oTCongTeu, numerous cocnmiinity groups, new entrant airlines, the General Ac- 
counting Otnca and within the Department about the Btale of competiban in the airijne indus- 
try." DOT Order 07-10-17 at 3-4 (Oct. 24, 1987). 
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Senator Gorton. Thank you. 
Mr. BabbiU. 

STATEMENT OP J. RANDOLPH BABBITT. PRESIDENT. AIR LINE 
PILOTS ASSOCIATION 

Mr. Babbitt. Yes, sir. Thank you. I am president of the Airline 
Pilots Association and I very much appreciate the opportunily to 
come before this committee today and give you our views. 

In the interest of time and in the interest of your patience, Vm 
going to somewhat Eibbreviate my remarks. 

Senator Gorton. Your whole testimony will be included in the 
record. 

Mr. Babbitt. Thank you, sir. I did want to share our concerns. 
The proposal that we're discussing today is designed to enhance 
competition in the domestic aviation for the benefit of air travelers 
and communities. And I think that^s a very worthwhile goal and a 
worthwhile Government objective. 

ALPA, however, believes that some of the bill's provisions would 
actually undermine, rather than advance, that objective. 

These provisions would have the Government, rather than Uie 
marketplace, determine the outcome of competition. Indeed, some 
of the measures proposed would require substantial Government 
invention — intervention into the marketplace, or to put it more 
pointedly, we're talking about re-r^ulation. 

The net result of that — a reduction in benefits to the traveling 

Fublic and, one of our prime and foremost concerns for the people 
represent, this appears to have the possibility of a very adverse 
effect on existing airline jobs. 

The Act proposes to establish a program that would allocate 
takeoff and landing slots at hig^-density airports to new entrant 
and limited incumbent air carriers. The Secretary of Transpor- 
tation, under this proposal, is to create new slots where possible, 
but if not, the Secretary is directed to withdraw a substantial num- 
ber of slots from m^or air carriers. The withdrawal of these slots 
would then be auctioned off to the new entrant or limited incum- 
bent carriers, and ALPA strongly believes that the slot withdrawal 
proposal should absolutely not be adopted. 

Withdrawing slots from the network carrier and then allocating 
them to a new entrant or a limited incumbent would, in all likeh- 
hood, be providing non-hub, point-to-point service that would most 
likely reduce rather than actually enhance the net economic benefit 
generated by these slots. 

And because, under the slot allocation procedures of the proposed 
legislation the Department of Transportation is supposed to give 

Snority to applicants who propose new service to small or medium 
ub airports that do not have service to the high-density airport at 
issue, the result of this proposed auction process would simply be 
to move slots from higjh-volume to low-volume markets, a result 
that is flatly at odds with the free market forces and the advance- 
ment of public interest. 

The proposed slot reallocation process would also have a very 
negative net effect on the consequence of airline employees as well. 
There are hundreds, literally, of slots that would be sufcrject here 
for withd id the number of jobs — pilot jobs, flight attendant 
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jobs, mechanics' jobs, gate agents among them — that all depend on 
the services based on those slots — it would be veiy difficult to 
measure the overall effect nrecisely. But it obviously could be quite 
large. And the current homers of those slots are air carriers where 
employee WEiges and working conditions have been established 
throu^ collective bargainin^^. 

I might add that the transition, the very difficult transition, from 
the regulated environment of 1978 to where we are today in 1997 
included a ^at deal of re-evaluating those collectively bargained 
agreements in order to keep these carriers in business. 

These employees have made concessions of wages, of working 
conditions, of pension plans. 'Riey've suiffered innumerable mergers 
and a decade and a half of difficulty to make this transition. The 
employees sacrificed a ereat deal to keep their carriers going. 

Now that we're finally beginning to get back on our feet, employ- 
ees finally beginning to see a glimmer of sunshine, finally begin- 
ning to see a very modest return on this decade and a half of sac- 
rifices, now we're hearing a proposal that would suggest that the 
companv and employees are going to give up what they worked so 
hard to Duild. 

New entrant carriers, where the wa^s emd working conditions 
of these employees are likely to be set simply unilaterally by a new 
management — and I would also note for the record that these 
wages that are set appear — it's somewhat of a mirage that these 
are lower wages because for the most part, they're brand new em- 
plovees. 

So if I were to compare the wajges of a new entrant emplt^ee to 
a brand new employee of Delta airlines, American airlines, or any- 
one else, tjiey would be the same. So it's somewhat mythical Uiat 
we are somehow going to enjoy a lower wage condition. 

It's fair to say that the ainine employees not only suffered the 
consequences of but, in the most part, bore the brunt of this transi- 
tion to deregulation. The Government did not step in to assist them 
in that period of time — quite the contrary. In 1985, the DOT de- 
cided to no lon^r afford the protective provisions that would be 
provided in airline mergers and refused to carry out the employee 
protection program that Congress had included in the Airline De- 
regulation Act to cushion the effect, the anticipated effect, that we 
knew deregulation would have on employees. 

However, we have adapted to deregulation and finally, after al- 
most 20 ^ears now, we have achieved some reasonable degree of 
stability in labor relations. And thus we are very skeptical of re- 
regulation proposals in general, and re-regulation proposals that 
are likely to have negative consequences for airline workers, in par- 
ticular. 

In concluding, there are two additional points that I'd like to 
make. First, if any slots are to be withdrawn, they should be those 
that are currently allocated to general aviation operations. Those 
operations carry, quite bluntly, a nominal number of passengers, 
they produce the least economic value of any given slot, and they 
should be the first to be reallocated if we go forward with this the- 
ory. 

Second, at least one mtgor carrier that I'm aware of uses many 
of the slots that are allocated to them as actual collateral for loans 
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in order to keep that airline's balance sheet up. Withdrawal of 
these slots could have a very adverse effect on the finances of that 
carrier, its balance sheet, and in turn, the broad benefits that that 
carrier provides to cities and the traveling public. 

Again, I thank you for the opportunity to express our views here. 

[Tne prepared statement of Mr. Babbitt follows:] 



Good afternoon. 1 am Randy Babbitt, Presideat of the Air Line Hlota Aaaodatian, 
International (ALPA). 

ALPA repreaenU over 47,000 pilots st 35 VS. and 10 Canadian carriers. I appre- 
ciate the opportunity to apoear before the Committee today to preoent ALPA'a viewi 
on the prapoaed Aviation Competition Enhancement Act of 1997. 

According to the letter I received inviting ALPA to testify todaVj thia proposal ii 
designed *ta enhance competition in domeatic aviation for the benefit of air travelen 
and communitieB." That la a worth)[ ^uvemment policy objective. ALPA believei, 
however, that aome of the bill's provisions would undermine, rather than advajKS, 
Uiat otyective. These provisionB would have the government, rather than the mu^ 
ketplace, define the nature and outcome of competition." Indeed, aome of the mea*- 
ures proposed would require substantial Boverament intervention in the maitet- 

{ilace, or to put it more pointedly, reregumtion. In particular, ALPA believes that 
he proposea slot withdrawal provisions of the bill would result in a marked reduc- 
tion of benefita to the traveling public and have an adverse effect on existioa aiiiine 
jobs. In addition, ALPA believes that no legislation is warranted that wouldpnivids 
favorable treatment to so-called low cost carriers to the extent that those low costs 
are based on low wages that have been set outside of a coUective bargaining pnceai. 
The Aviation Competition Enhancement Act proposes to establish a program that 
would allocate take off and landing slots at high density airports to "new entrant 
and "^mited incumbent" air carriers. The Secretary of the Department of Transpor- 
tation is to create new slats where possible but iif it is not possible to create new 
slots the Secretary is directed to withdraw a substantial number of slots from mqor 
: — -PL- .L J 1_.. .. .^uJd \^ auctioned olT to "new entrant" or limited 

osal should not be adopted. 

n have made substantiaJ in- 
vestments—in the hundreds of millions of dollars in the case of large slot holdera — 
to develop the network infrastructures of which those slots are integral con^ionents. 
Given the competitive imperatives of a deregulated environment, those sbts are put 
to their maximum economic use by those carriers. Withdrawing slots from a net- 
work carrier and allocating them to a new entrant or limited incumbent carrier that 
in all likelihood will be providing non-hub point to point service would most likely 
reduce, rather than enhance, the net economic benefit generated by those slots. lUs 
is particularly true as slots used by current slot holders provide service to small or 
medium hub airports would not be subject to withdrawal under the bill. Rather, the 
slots suligect to withdrawal would be those that support service to larger cities. Be- 
cause under the slot allocation procedures of the proposed legislation, the Depart- 
ment of Transportation is (o give priority to applicants who propose new service to 
small or medium hub airports or to airports that do not have service to the hi^- 
density airport at issue (which is also likely to be a lower trafHc airport) the logical, 
or more accurately, illogical result of the proposed priority/auction process would be 
to move slots from hieh volume to low volume markets — a result llatly at odds with 
free market forces end with the advancement of the public interest. 

The other possible result of the proposed DOT auction process is illogical as well. 
There would undoubtedly be applicants who request slots in order to provide service 
from airports in large traffic markets as ValuJet (now AirTran) has done in the At- 
lanta- LaGuardi a market under the current slot exemption program. Because the use 
of the slots in those hi^ traffic markets would provide the greatest return on in- 
vestment, it is probable that higher prices would be bid for them in the competitive 
auction process contemplated by the bill. The result would be that slots used to 
serve migor markets would merely be transferred from incumbents to non-incum- 
bents. Smaller communities would not be benefited, contrary to the apparent intent 
of this legislation. Indeed, even if a carrier did propose service to a smaller airport 
in order to get priority from the DOT in the selection process, there would be a pow- 
erful economic incentive to switch service to a larger maricet after the mandid»>y 
180-day service period proposed by the bill. 
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^M im^Msed ilot nallocmtion proco M would have net negative conaequencei for 
airiine empbjreea ai welL lliere ore several hundred abts that are •ubmct to with- 
drawal. Hie number ofjc^a — pilot, fli^t attendant, mechanic, ticket and gate agent 
among them— that depend on the aervicea baaed on the alota that could be with- 
drawn are difficult to eatimate precisely, but obviously could be quite large. The cur- 
nnt bolden of th«M alota are air carnen where emplojwe waffoa and wotting cnn- 
ditiona have been eatabliahed throuid) collective bargaining between carriers and 
their eawloyeea. On the other hand, u the recent appucanta under the current stat- 
vtory slot exempUon program are any indication, the new entrant or limited incum- 
bent appUcanta under the slot reallocation program are likely to be relatively new 
airiinea whoae amployeea have not had the opportunity to select bargaining rep- 
resentativeB or to complete the precess of bargaming for a first collective bargaining 
agreement. The wagea and wondiw conditions of tnose employ^ea are likely to be 
set unilaterally by the carrier and thus markedly inferior to those of the employees 
of the current slot bolderB, Thla result is contrary to the congrDaaionally-eBtamiabed 
labor poliqr enunciated in a number of basic labor laws, including the Norris- 
LaGuardia Act, the National Labor Relationa Act, and the Railway Labor Act (whidi 
governs labor relationa in the airiine industry), favorina the establishment of warns 
and walking coaditfains through collective bargai. 

H is. wdtA racal"-- "-' "-- ' '''- 

^.., OS. It is fair to say that airline employees not only Buffered the 

COOMquences of, but bore the brunt of detemilation. The government did not step 
in to as^it them. To the contrary, DOT decided to no longer aflbrd labor protective 
provisions in airiine mergers, and refused to carry out the employee prot^^on pro- 
gram that Congreas had mcluded in the ADA to cuahion the effects of deregulation 
on emdoyees. However, we adapted to deregulation and finally, almoat twenty years 
after oer^olation, have achieved a reasonable degree of stability in our labor rela- 
tions. IhuL we are skeptical of rereguletion proposals in ^neral, and reregulation 
proposals that are likely to have rtegative consequences for airiine workers, in par- 
ticular. 

In concluding, there are two additional points I would like to make. First, if ariy 
slots are to be withdrawn they should be those that are currently allocated to gen- 
eral aviation operations. Those operations (which cany a nominal number of pas- 



leiweia) produce the least economic value per slot and thus should the first to be 
reallocated. Second, at least one major carrier uaes many of the slots that would 
be aubject to wiUidrawal as collateral for loans. Withdrawal of those slots could have 



a aeriouB adverse efiect on the finances of that carrier and, in turn, on the broad 
benefits that carrier pmvidea to cities and the traveling public. 

Again, ALPA approciatea the op[>ortunity to participate in this hearing today. I 
will M ^ad to anawer any questions. 

The Chairman [presiding]. Mr. Faberman. 

STATEMENT OF EDWARD FABERMAN, AIR 
CARRIER ASSOCIATION 

Mr. Faberman. Good afternoon, Mr. Chairman and members of 
the committee. Tm delighted to be here on behalf of new entrant 
carriers and small and medium communities throughout this coun- 
try that would like to be a part of the national air transportation 
system and would like to get access to the high-densily airports. 

llie closure of four migor airports in this country to new entrants 
is a result of Federal regulation. It's not as Mr. Babbitt suggests 
a question of re-regulation. We're trying to change a regtiiation 
that precludes new service to these airports. 

The Aviation Competition Enhancement Act of 1997 will go a 
long way in making it possible for new entrants to obtain much- 
needed service and much-needed access to these airports. 

Imagine trying to compete in a deregulated airline industry when 
you can't fly to four of the most important business airports in the 
world. 

Last Frid^, DOT issued two orders awarding slots at O'Hare 
and LaGuarxiia. In that, they said that these slots will provide sub- 
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stantial public benefitB. They then went on to say, however, that 
the number of available slot exemptions is very limited and they 
may not be able to bweu^ any additional operations at LaGuardia 
even though applications may meet their standard. 

We applaud Uie efTorts of Charlie Hunnicut Euid Pat Murphy for 
processing these orders. We know there was an enormous amount 
of pressure applied by some large carriers and their surrogates not 
to approve these slot requests. Monopolists do not reamly allow 
others into their markets. 

The true winners from these orders will be the residents of Reno, 
Knoxville, and the other airports that obtained service. It^s a small 
step in securing the future of competitive airline service but more 
must be done. 

I don't think we would tolerate — in any other business — busi- 
nesses being told they can't open up facilities in mtgor parts of this 
country. 

Let's look at some of the high-density facts — Mr. Nagin men- 
tioned some, and Mr. Nagin's correct in that USAir does serve a 
number of small markets out of National Airport. 

However, we would suggest that he — that that may be the only 
airline that serves those small markets. Most of the other airlines 
at National Airlines serve their hubs. There's nothing wrong with 
this. We applaud it, and we think that they should be allowed to 
put as many flights into their hubs as possible. 

However, if we're talking about approximately 70 slots a day 
being used to serve Chicago, we believe if that number was reduced 
by 10 percent and opportunities were made for new entrants to 
serve small markets and other hubs, that we — everyone in the sys- 
tem would benefit. 

Since the buy/sell rules went into effect in 1985, the four miyor 
carriers that dominate the high-density airports have increased 
their slots significantly. American has gone from 523 to 756, 
United from 689 to 851, Delta from 185 to 336, and US Airways 
from 203 to 395. 

In 1980 when there were not enough available slots to accommo- 
date New York Air, then Secretary Goldschmidt took away slots 
from incumbents and allocated them to New York Air at National 
Airport, enabling New York Air to enter the shuttle market. That's 
why we have two shuttles today. The world didn't come apart, the 
large carriers didn't go out of business, financing at National Air- 
port did not crumble, the terminal did not close. 

In that preamble, the Secretary made it veiy clear that a pri- 
mary objective of DOT is to promote competition. 

In December 1985 when the buy/sell rules were issued, the Sec- 
retary emphasized that slots were not the property of the carriers 
and they may be withdrawn. And slots are assigned withdrawal 
numbers to »cilitate being taken away. Everyone who's been in- 
volved in National Airport in slots has known that they could lose 
slots if the Government found it necessary to increase competition. 

As you mentioned, Mr. Chairman, we urge everyone, everyone, to 
read the 1996 GAO report We urge everyone to look at the Na- 
tional Air Service Roundtable Report that came out in Chat- 
tanooga, TN, where small communities got together and com- 
plained about access to high-density airports. 
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We also, as Senator Gorton mentioned, ask — suggest that every- 
one look at the Salomon Brothers study, "Airline Competition at 
tlie 50 Largest U.S. Airports," because concentration is at the hi^- 
est level ever. 

Many of the large carriers argue that new entrants should be 
forced to purchase slots or serve other area airports. Whv should 
a carrier that was given slots free of charge, has been able to use 
those slots in some cases for 25 years, have the right to demand 
money to allow another carrier to use Government property? 

We also suggest that some of these same carriers do not believe 
they should have to purchase slots to serve foreign airports. As to 
serving other airports in the area, all carriers should have the op- 
portunity to serve Washington National, O'Hare, LaGuardia, and 
Kennedy. Considering slots limitations, new entrants have few op- 
tions at New York, where two airports are slot-controlled and a 
third, Newark, is congested. 

As DOT stated in last week's order, "There's evidence that At- 
lanta/LaGuardia is a distinct market from Atlanta/Newark and At- 
lanta/JFK." 

We also suggest if they are comparable airports, then the large 
carriers, if they have to give up slots, could easily move to those 
other Eiirports and resume service. 

It is time for DOT to take action. We agree with the first two 

Eanelists that exemption slots should be the first way to go. If, 
owever, exemption slots are not available, it's essential that slots 
be taken away from incumbents and redistributed. If not, the 
dream of deregulation may be something that we will not be talk- 
ing about into the next century. Thank you, Mr. Chairman. 
[The prepared statement of Mr. Faberman follows:] 

Pbepabbd Statement of Edward Faberman, Air Carrier Association 

Good afternoon, Mr. Chairman and members of the committee. 

I am dcligh(£d to be here to diaoias an issue of critical importance to the survival 
of airline competition in the U.S. — the closure of four major airports in this country 
to new entrants and afTordable fare carriers. This blockage of competition is imposed 
by Federal regulation — the FAA'b hi^ density rule that allows the Nation's largest 
carriers to control access to LaGuarcua, O'Hare, Kennedy and Washington National 
Airports. Senator McCain's Aviation Competition Enhancement Act of 1997 will go 
a long way in making it possible for new entrants to obtain access to these ainmrts. 
Having said, however, we believe that the bill must go further to address the future 
of airhne competition. It should be modified to allow new entrant slot holders to 
have the same skit use rights as the incumbent carriers. At some point— two years- 
new entrant carriers should be able to trade or sell high density slots just as the 
larae carriers are entitled la do. Moreover, new entrant carriers should not be re- 
cmired to purdiase slots that will be used to compete against an incumbent carrier 
UifA was given the slots without charge. That payment by a new entrant carrier, 
places it at another disadvantage in competing agamst the dominant incumbent car- 
rier in its market that obtained its slots without charge. The bill also has to be more 
enlicit in addressing anticompetitive behavior. 

Imagine trying to compete in the airline industry when you are told that althou^ 
it is a deregulated industry, you cannot fly to certain airports including O'Hare, 
Washington National, LaGuardia and Kennedv. Furthermore, imagine trying to 
compete against carriers that have multiple flignts to those airports from the seme 
cities that vou serve. The high density rule has created exclusive market shares that 
would not be tolerated in any other businesses. 

Od Friday, October 24, DOT issued two orders awarding sloU at OTIare and 
LaGuardia Airports to affordable fare carriers. In approving the requests, DOT stat- 
ed that: 

We have determined to define "exceptional dimmitances" more broadly by 
recogiuEing the need for competitive service in a market, espedally low-fare 
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competitive service. Airiine* operating as low-fRre camera provide sabotaiitia] 

Eblic benefits by msking low Fares available to many mora trvvelera and theie- 
greatty increasing the size of the market. In expanding the ramge of ezcep- 
nal drcumstances, we ora concurring with the coocems Uiat have been raised 
by Membera of Congress, numeimis community groups, new entrant ftiriines^ 
the General Accounting Oflice and within the De ' " * ' " 



Accounting Oflice and within the Department about the stale oT 
uimpeiiuou m the airline industry. 
I to the approval of additional retniests, DOT stated: 

We would favor proposals that ara based on aircraft that meet stage 3 noiw 
requiranents; second, tii<9« should be a reasonable emeetation thu the vd> 
posed service would be operationijly and financialV viable; third, w« will pUt» 
a premium upon the intraduction of (a) new nonstop services where none ezisls 



service and the market could sup^it entry or where eating services do not 
produce meaningful price competition. 

Althou^ DOT clearly stated that there were substantial public beneflta &om al- 
lowing low-fare competitora into the HDR airports, they then warned that, "nie 
number of available slot exemptioiu is very limited, and we m^ have to apply our 
guidelines on an increasingly more restrictive basis or even deny applications (hat 
otherwise meet Uie standards set forth in the order." 

We applaud the eflbrts of Charlie Hunnicutt, Pat Mun^y and their stafis br 
pracesaing these ordera. Titen was an enormous amount of pressure miplied by 
some large carriers and their sumgates not to approve these slot requests. Monopo- 
lists do not readily allow others into their maricets. 

The true winners frem these ordera are the residents of Denver, Atlanta, Reoo, 
and Knoxville. It is a small step in securing the fiiture of competitive airline service. 
However, more must be done at LaGuanGa and opportunities must be created it 
Washington National if large areas of this country are to obtain access to these air- 
ports and if competition is going to exist at mqjor nubs thnni^out this country. 

To best describe the enormous competitive disadvantage created by the blodcBge 
of competition at hi^ density airports, let me ask the following: 

1. Would we tolerate an auto-manufacturer, hotel chain, or any other buaineN 
beii^ tAld that it couldnt sell its products or open a facility in D.C., New York or 
Chiragp? 

2. What is the economic impact on a small or medium-size community, if it doesn't 
have competitive airline services, or any service to D.C., New York, or Chicago? 

3. Would DOT rign an open skies agreement with the British or Japanese if new 
VS. carriera were not able to obtain entry to Heatiirow or Narita. 

Do we tell residents of Chattanooga. Birmingham. Mobile, Jackson, Melbourne, 
Myrtle Bea^, Akron, Bloomington, Wichita uiat tney will never Rt access to 
LaGuardia or National? Do we tell residents of Atlanta, I^ttsburdi, DaJlaa^nd De- 
troit that thev will never have low-fare service to Washington National. Was that 
the intent of uie Deregulation Act. 

Let's look at some of the hi^ density facts: 

ntlMi(tM Natuul 

Itaw EnbMt ... 

Amtfica Will 

Foreitn Cimeri 



According to GAG'S 1996 repor^ 3 carriers (American, Delta and US Airways) con- 
trol M% or the slots at LaGuardia and 59% at National. The large carriers contaol 
about 80% at each airport— financial institutions 20% at each airport and post-de- 
regulation less than 3%. 

Since the buy sell rules went into effect in 1986, American Airlines has increased 
slot holdings from 623 to 756, United liom 689 to 851, DelU Irom 185 to 336, and 
US Airways from 203 to 396. 
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The only flilag that wOl tUI apart if atota are not pravUad Tor new entry, is the 
ftitare ofcompetntoD. If fcr AortMrfited rwaaom, theee barrJera to entry are notbm- 
ken down, faiM will contlinw to tamvaae, conaunwr* and buaineaaea will have no 
optkns and amall and madiuin conununitiea throu^wut thU country will remain 
ont^de at the Natkm'a air tranapntation qntem. 

BACKOAOUND 



Dm HDR wai iMUed in 1969 and camera were given the alota ttuy needed. In 
1980, vrtien then were not enou|^ available alots to aoconunodate New Yoric Air, 
Sacntuy Goldadunidt lamed a apedal Federal aWaUon rt«ulation ("SFAR") to allo- 
cate 18 alota to New Yoi^ Air at National AirportenabUng New Yorit Air to enter 
the dnittle market [46 FR 72637, Nov. 3, 1980]. The pro^ition of new entiy waa 
' ao impoftant that the alota provided to New Y(»k Air were withdrawm from 



e competition end 
would thua be conaiatent with the Airiine Deregulation Act.^ 

Hie preamble alao made it clear that the Department had a aignificant amount 
of autuirify to withdraw and allocate alota and that abta were not property belong- 
insto the carriers. 

Ihere ii 
ment haa the power to allocate them on any baaia that ia not arbitraiy end capri' 
cioUB, or otberwiae contrary to law. 

The Secretorya quldc action to allocate alota under hia general statutory authority 
waa vigonnialy conteated by the large carriera — who hoped to avoid increaaed com- 
petitfan. Ultimately, the Secretar/a dedaion waa upheld by the United Statea Court 
of J^iMala in Nortftwcsl v. Qotdsehmitit. 645 P.2d 1309 (1981). 

In December 1985 (Amendment 93-49, 60 PR 62196), the DOT iaaued the buy- 
seD alot nilea. Under theae rulea, carriers were grandfathered their exiiting slot 
holdings and allowed to buy or lease slots. At the time that this rule was issued, 
a UmitM nuDober of slots were distributed to new entrants. Since that time, how- 
ever, the large carriers have gradually re-acquired all of the slots intended for new 
eatranta, thua increasing their stranglehold on the high density airports. 

Hm buy-aell rules contain aeveral provisions which set forth the authority of the 
Secretary to withdraw and diatribute alota. Theae key proviaions emphaaize that: 

1. Skita are not the property of the carriers. Section 93.223 (a) atates: 

Slots do not constitute a property right but represent an operating privilege 
aul^ject to absolute FAA control. Slots may be withdrawn at any time . . . 
The preamble to the regulation adds, "this amendment does not create proprietary 
ri^ts in slots." 

2. Sk>ta may be withdrawn.* Section 93.223(c) states: 

Whenever slots must be withdrawn they will be withdrawn in accordance 
with the priority list established under paragraph (b). 

3. Slots are assigned a withdrawal number to facilitate slot withdrawal. Section 
g3.223(b) states: 

The FAA shall assign, by random lottery, withdrawal priority numbers for the 
recall priority o( slots at each sirport. 

In the orders Issued last week, DOT made it clear that the decisions to award 
slots to low fare competitors waa consistent with numerous reports issued over the 
past several yeara by DOT, GAO and others. 

In its 1996 report, GAO found that 'control of slots by a few airiinea greatly de- 
ters entiy|' at the high density airports resulting in higher fares for those traveling 
to those airports. [A summary of the 1996 report is attadied.] That was not the first 
time that GAG had commented on hi^ density airport restrictions. In its August, 
1990 report (Airline Competition: Industn Operating and MoriieUng Practices Qmit 
Market Entiy), GAO stated that the high density rules "prevent potential entrants 
trcm starting service' at those four airports and that "since access to these airports 
is important in developing a competitive route netwoik, slot controls discourage 
entry into a wide range of markets in addition to those starting or ending at one 
of the four airports." 

■The slots given to New Yort Air wire for ■m^ce between New Yorit Bnd Washington— B 
niDte already lenred by the Eastern ShuUle. 

sCsrriets hMve always known that ilota could be withdrawn. To svoid poaaible km of iloti, 
carriai have tradad or lold slols with high withdrawal numbers. 
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In PebruBiy of this year, State, local and Federal ofRciala met at the National Air 
Service Roundtable, held in Chattanooga, Tenneaiee, to diacuia market-baaed nh- 
tions to local air service problenu. The aeneaia br the meeting waa Uk need to Go- 
iah the unfinished buiineaa of the AirUne DoregulaUon Act of 1978 by bringing ■ 
competitive mix of service to all commuaities,' particularly thoae that, Uke Chat- 
tanooga, lack ade^ate airline competition or service quali^. 

These communitiea are experiencing hi^er fares and reduced service ^uaH^, 
While conferees identiBed marketjnit steps that can be taken by communities tni 
carriers, participants agreed that 'Vlocal efforts to enhance competition are to ne- 
c«ed,' the Pedravl Government must address 'anti-competitive practioea of larger 
airiines,' as well as barriera to entiy including 'exclusive use" gate leases and 9k 
availability of slots. At tiie end of the conference a number of issues induding slot 
avaUabili^ were hidili^ted in The National Air Service Roundtable: A " 
~ " '" n by Joseph P. Schwieterman, Ph.D. As the report noted, 



competition are to succeed,* the federal Government must address 'anti-competitive 
practices of lareer airlines," aa well aa barrien to entrjr including "^xcluaive uae* 
gate leases ana the availability of slota. The National Ar Service Roundtable coa- 
sensuB report also stated that: 

The control of airline "slots" is also deleterious to competition. Thia problem 
ia pervasive at the "big four^ airports, ChicaHo's OUare, New Yorii's Kennedy 
and LaGuordia, and Washin^na National Airports. It can put the expansion 
of air service in mid-size cities into the hands of a few major carriers, whidi 
own the slots, precluding mid-aize cities from working effectively with new en- 
trants to establiah service to major airports. 
One of the recommendations from the conference was: 

New slot allocaUonB. Departure slots at congested airports should be provided 
to carriers seeking to serve communities beset with air-aervice problems. Hi^ 
fares and poor service are so contraiy to the public interest that they occasion- 
ally justify direct Federal intervention as allowed under current law. Appro- 
pnote steps might include a more liberal interpretation of the '^cepUond dr- 
cumatances" criterion, which gives dot the authori^ to reallocate slots in the 
public interest. 
The purpose of deregulation waa not to freeze certain communities and carriers 
out of uie Nation's largest mariiets. A deregulated environment cannot exist when 
service to Chicago, New York and Washington is blocked by federally imposed rego- 
lations. True deregulation can only exist when all maiketa are opened. 

BENEFITS OF NEW ENTRY 

If we are going to have airline competition into the next century, barriers to entry 
must be opened. Not only will it promote competition and the survivability of new 
entiy, but it will result in: 

• Lower prices and more choices for the traveling public 

• Provide business travelers throughout the country with affordable fare options 
for travel to New York, Chicago end Washington; and 

• Provide leisure travelers with affordable farea that will allow them to visit fami- 
lies and friends, to take family vacations and explore business opportunities; and 

• Stimulate enormous business and economic opportunities in cities sudi as 
Akron, Bloomington, Moline, Fort Wayne, Chattanooga, Myrtle Beadi. Binnin^iam, 
Molrile, Jackson, Fargo and others that do not have non-stop service to New York, 
Washington, and Chicago; and 

■ Allow carriers serving small citiea to add important business markets to th«r 
network allowing them to strengthen small market service. 

A recent study fay Julius Maldutis of Salomon Brothers, 'Airline Competition at 
the 60 Urgest XJ.S. Airports— Update" atated that: 

The Herfindahl-Hirschman Index (HHl), based on national air travel maiket 
share data, ia flawed. We have developed a better measure of concentration 
based on a weighted average of airline maiket shares at eadi of the 60 largest 
airports in the United States, demonstrating that the concentratbn for the in- 
dustry is at an excessive level— 3,877 HHL 
The report added: 

Therefore, measures of concentration, based on nationwide industry data, do 
not clearlv depict the increase in industty concentration. However, maricet 
share analysis and, therefore, meaaures of concentration at the 60 largest air- 
ports show an unprecedented degree of concentration in the airline industry. 
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b this what the Dengulatbn Act vrai all about? Only certain large ritiea will ob- 
tain non-stop service to the hi^ density maHiets and to those large cities concentra- 
tion will ETOW so that no competitor am enter? SSiould smaller cities be told to go 
elMwhere? 



, of the large carriers argue that new entrants should be forced to purchase 
slots or serve other area niniorts. Why should a carrier that was given slots free 
of diarge have the ri^t to demand money to allow annther carrier to use Govern- 
meDt piDDerty. Moreover, few slots are available for purduue; they are only avail- 
able lor snort t«nn leases. Moat of the slots that have oeen jnirchased sintx ute buy- 
sell rules were put into place, have been part of major fadlity transactions or the 
outridit purdiaae of an au'line. In eadi case slots were part of the transaction. Com- 
pare Uie position oftbose carrien arguing that HDR slots should be purchased with 
UMir views on international access. 

"^e aame caxriera that insist that new entrants purchase slots at hi^ density 
airports, recoil Erum that concept as it applies to them: 

The slots U.S. carriers need must also be made available at no charge. The 
U.S. provides free slots to foreign carriers, including BA, operating at U.S. sbt 
controlled airports. — Stephen Wolf, US Airways 

Hoieover, to require entrants to purchase slots when incumbents were given 
them for tree creates a barrier tn entiy in itself. Obvioualy, BA and AA would 
be in a poution to control any such slot maricet if it were authorized, and would 
likely exercise their mariiet dominance to immunize the alliance from competi- 
tion. — Banv P. Simon — senior vice president. International CJontinental Air- 
lines, Inc. Before the Senate Antitrust, Business Ri^ts and Competition Sub- 
committee. April 22. 1997. 

True open alcies also reouires that new entrants be provided Heathrow slots 
fVee of charge. The U.S. Government ensures that foreign carriers, includiuK 
Britiah Airways, are able to obtain the necessary slots to provide international 
service fiwn uot-eonstreined airports in the U.S. indeed, DOT has even taken 
away slots from VS. carriers to make them available to a foreign carrier at no 



dia^. Comitv demands that US. carriers be provided free sccess to Heathrow 
^ta. Nor is tnere a justification for allowing British Airways and American to 

charo " - - .. 

as th „ ,-- „ -, 

American paid the British Government for the slots they currently i 
Heathrow. — Lany Nagin, US Airways 
As to serving otiier airports, all carriers should have the opfxirtunity to serve 
Washington National, CHare, LaGuardia and Kennedy. Considering the slot rules, 
new entrants have few options in New York where two airports are slot controUea 
and a third — Newark — is signiTicantlv congested, A report in the September 26 
Aviation Dail^ stated that Continental Express dropped five markets from Newark 
'n>ecause of airspace congestion that is wreaking havoc on our operational integrity." 
Aa DOT stated in Order OST~97-2442, "^ere is evidence that Atlanta-La Guardia 
is a distinct market from Atlanta-Newark and Atlanta-JFK " 

We do iwt believe that BA and AA would seriously contend that consumers, 
particularly business travelers, would pursue alternatives to non-stop service. 
All m>plicai>le precedents have concluded that one-stop and coimecting service 
are niol reasonable altematives to non-stop service. — Barry Simon 

American Airlines three yeara ago testified that 'although Gatwick and 
Stansted are available for expansion, as things stand today, consumer pref- 
erences and connecting service opportunities make Heathrow the only truly via- 
ble London airport." — Barry Simon 

Gatwick is not a competitive substitute for Heathrow, particularly for busi- 
ness travelers.— Scott Yoke. Delta 
Althou^ some of the large carriers have pretested that access to international 
markets and domestic maritets is not the same, those protestations do not diauK 
the obvious. The issues presented concerning access at Heathrow Airport and hign 
denrity airports are the same — access, competition and fares and the impact of those 
issues on all of those Crsveling in domestic markets. The laige carriers emphasized 
tb^ competition between the U.S. and London cannot exist without access to 
Heathrow. In the United States, comnetition cannot exist at the Nation's most im- 
portant markets without access to hign density airports. The hypocrisy of those pre- 
Muding that intemationat access is a dilTerent issue, was best summarized by Bob 
Crandall, chairman and CEO of American Airlines, Inc., before the Senate Aviation 
Subcommittee on June 4, 1997 when he stated: 

For an added dose of ireny. consider these fscts: United holds the greatest 
number of slots at Chicago's OUare airport, and a hi^er percentage ofCHare 
slots than British Airways and American combined will bold at Heathrow. 
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Airw^a divMt aewnl bmubvd abU at HeaUinw— wfaOe at the same tiioB tak- 
ing the poattleB that in the United States, new eotranta da not need alota at 
oonatrained airportat (Emphada added). 
While we have not aeen action from t>^a Adminiatration on pradatwv behavin- 
iaauea, other baaineafl tranaactions have cau^t the eye of Federal regulHtors. 1^ 
Federal Trade ConuniMton haa rejected a propoaed merger between Staplea and Of- 
Ree Dcqpot on the grounda that competition would be aeveiely handicapped and re- 
oently the FTC expreaaed coDcera with actiona of Toya-R-Ua. The FTCT recently an- 
nounced it will conaider a key merger pnipoul of Ui(.-based liquor gisnta GuinneM 
" ' " ■ .- . -.- jf regulate; ' " ■ > >■ > - - 



iteadfattly loyal to ttwir gin or vodka or acntcb^-^d that a nteiver would create 
a nMHUtpciV in certain categoiiea — the FTC mi^t bktdt the $22.3 InliiOD deaL 
The FT&B inveatigation of the prapoaed merger ia hi^ily unusual 0veD the bit 



that the companies arent based in the l^A. llie combined companies would oratnil 
47% of scotch, 39% of vodka and 36% of gin aalea here. Also, the Justice Depaitmeot 
recentJy launched an inveBtlRation of /mheuaer-Buach'a maiket practicea (pashing ^ 
ita distributora to only cany it products). 

Apparently, the AdminiBtration believes that it ia more important to have reavD- '' 

ably oriced alcohol and toys available than it ia to ensure that aflbrdable air trwu- — '' 
poiiaiion exists. 

It is time for the DOT to take those actions necessary to ensure that competitioii -^^^° 
exists. It is critical that DOT move quidily. If not, some of these cities may never ~^ ^ 
have service and some of theBe carriers may be hurt. 

Titc DOT has a number of options to provide slots: 

1. Allocate exemption slots;" or ■ 

2. Withdraw slots from incumbent carriers and i^-allacste them to the aftbrd- 

able fare carriers; or ^ 

3. Require the U.S. partners of the foreign csrriers holding exemption ihta 
at LaGuardia and OUare to provide those slots to the foreign carriers and with- 
draw the exemption slots held by the foreign carriers and then allocate them 
to affordable fare carriers. 

lite large carriers have enjoyed record prafits and growth, particularly at the hi^ 
density airporta. We congratulate those carriers on their Buccesses and hope that 
the entire airiine industry and all of those who rely on it continue to prosper. Our 
preference would be that all carriers would be given the opportunity to enter the 
ni^ densi^ mailteta and miw to meet mariiet demand. Unfortunately, that result 
is prohibited by statute at Washington National and the DOT has stated that only 
limited additional operations will be permitted at LaGuardia. With those limitatioM 
and if we are truly to operate in a deregulated environment, we believe that the 
Department is obligated to withdraw slots lh>m incumbents for redistribution to 
new entrants. 

The legislation introduced by Senator McCain is an important step. 

Tite dream of those who created the Airline Dere^lation Act of 1978 waa that 
aiilines would be able to compete against each other m open markets in which each 
carrier and community would be able to determine ita own future. Whetha" die 
American public will benefit from a deregulated environment in the 21st century de- 
pends upon whether the Department is prepared to insure that maricets remain 
open to all and that competitors can compete equally but fairly. If not, we will see 
the end of the deregulation dream. 

Thank you! 
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The Chairiian. Mr. Rowen. 
Thank you, Mr. Faberman. 

STATEMENT OF ROBERT ROWEN, VICE PRESIDENT AND 
GENERAL COUNSEL, RENO AIR 

Mr. Rowen. Thank you, Mr. Chairman and members of the com- 
mittee. It is a pleasure to be here today. I am Bob Rowen, vice 
president and general counsel of Reno Air. 

We support the Aviation Competition Enhancement Act of 1997 
in all respects. However, we are concerned that this bill in itself 
will not cure the predatory tactics that are destroying competition 
in the airline industnr. 

Reno Air is a low-fare airline based in Reno, NV, with operations 
up and down tbe west coast, from San Diego, CA to Fairbfuiks, AK, 
and extending east to Colorado, Chicago, Detroit, Mississippi, and 
Florida. Chicago service was made possible hy the grant of excep- 
tional purpose slots under legislation adopted m 1994. 

We received an additional pair of slots on Friday, and look for- 
ward to adding capacity in this market with brand new, state-of 
the-art MD90 jets. We appreciate the ability to serve Chicago. 

Reno Air commenced operations on July 1, 1992, and passed its 
fifth anniversary earlier this year. Reno Air has always operated 
an all-stage three fleet. I also note that our pilots are represented 
by the Air Line Pilots Association, and that every pilot I nave spo- 
ken to has supported Reno Air's applications for new entrant slots. 

Reno Air earned a profit in 1995 and 1996. This is notable, not 
only because Reno Air is one of the few profitable new entrant air- 
lines, but also because Reno Air operates in the highly competitive 
west coast markets. Fares prevailing on the west coast, when ad- 
justed for length of haul, length of flight, average one-half to one- 
third of fares prevailing in east coast markets. 

For example, the average fare in the San Jose/Los Angeles mar- 
ket was under 20 cents a mile in the first quarter of this year, as 
compared to 40 cents a mile in many east coast markets, and over 
65 cents a mile in the LaGuardia/National market. 

The state of airline competition today is a paradox, with vigorous 
competition in certain markets, such as intra-Califomia, and a lack 
of competition enforced by strong anti-competitive practices in 
other markets. 

The paradox of airline competition is illustrated by Reno Air's ex- 
perience. On the west coast, where competition is vigorous, Reno 
Air has prospered while competing against strong airlines such as 
Southwest. On the other hand, Reno Air has been unable to profit- 
ably serve two Midwest markets that have had much higher fare 
levels and much less competition. 

These markets are Minneapolis amd Detroit, where Northwest 
dominates. Reno Air was driven out of Minneapolis in 1994, and 
is currently hanging in in Detroit with one red-eye flight a day. 

These failures we believe are each due to Northwest's predatory 
actions against Reno Air, which were designed to keep Reno Air 
and other low-fare airUnes out of Northwest's hub cities. 

In each case, Reno Air initiated nonstop service in markets that 
did not have nonstop service, and Northwest immediately overlaid 



dbyGoOC^Ic 



96 

Reno Air's service, using the power of its hub network and preda- 
tor/ pricing to drive Reno Air out. 

For instance, Reno Air initiated Reno/Detroit service with one 
flight a day in January of this year. Northwest immediately initi- 
ated competing service and increased such service to three flights 
a day despite the low yields and low traffic on the route. 

The Department of Justice earlier this year has said that such 
activity appears to look like an anti-trust violation. In making 
those remarks, the Department of Justice was commenting on the 
same tactics that Northwest used against Reno Air in 1994 when 
Reno Air sought to enter the Reno/Minneapolis market. The De- 

Eartment has aptl^ noted that if Northwest was not serving a mar- 
et before Reno /ur entered, it seems odd that the market would 
become more appealing after Reno Air entered. 

We and other airunes in the Air Carrier Association have 
brought these problems to the attention of the Department of 
Transportation and the Department of Justice and they say they 
are studying the problem. 

However, while they are studying the problem, this predatory ac- 
tivity is fast spreading to other airlines and other parts of the 
country like a disease. Other airlines have seen the lacK of Govern- 
ment enforcement action against predatory pricing tactics and 
Bredatory scheduling tactics, and they've asked themselves, "If 
Corthwcst can do this, why can't I?" 

As a result, predatoiy pricing and scheduling tactics are more 
prevalent than they were 5 years ^o, are more blatant and fo- 
cused, and are literally driving new entrant airlines out of busi- 
ness. 

The airline pricing scheduling and yield management practices 
are indeed complex. But the public should not be fooled by what 
is happening in the industry. As I've documented in the written 
materials submitted to this committee, major airlines tailor their 
competitive response based on the strength of their competition. 

It s easy for a m^jor airline to destroy any market entered by a 
low-fare carrier wiUi low prices and excess capacity. If they believe 
the competition can be forced out of the market, they willmgly cut 
their own revenues and profits and even operate at a loss to drive 
a competitor out. And after they succeed, they jack the fares back 
up again to their monopoly levels. 

The anti-trust laws and the DOT'S authority clearly extend to 
prohibit these predatory tactics. The Department of Transportation 
and the Department of Justice need only to apply these laws to the 
complexity of airline pricing and yield management. 

The anti-competitive practices of predatory pricing and predatory 
scheduling inflict their greatest damage on local communities that 
are seeking competitive air service. And yet these communities and 
^eir State governments are powerless to apply State fair trade 
laws of general application to tne airline industry. 

If tiie Department of Justice and the Department of Transpor- 
tation will not act to stop the abuses that have been documented, 
then perhaps Congress should allow the States to apply their own 
fair trade laws in this area. 

We appreciate the attention of this committee to the absence of 
Government enforcement action to enforce fair trade laws, and we 



dbyGoQC^Ic 



support the Aviation Competition Enhancement Act of 1997. Thank 
you very much. 
[The prepared statement of Mr. Rowen follows;] 



lltank jnni, and it ia a pleasure to be here before this Committee today. 

Keno Air is a new entrant airiine based in Reno, Nevada, with operationa up snd 
down the West Coast, from San Diego, California to Fairbanks, Alaska, and extend- 
ing east to Colorado, Chicago, Detroit, Oklahoma City, Gul&ort (Hiaraasippi) and 
Fknida. 

Reno Air commenced operations on July 1, 1992 and passed its fifth anniverssiy 
eariier this year. R«no Air has always operated an all-SU«-in Deet whidi consists 
entirely of quiet MD-80 jets and ultra-quiet MD-90 jets. Tne MD-90 Jet is the new- 
est line of jets produced hy the McDonnell Douglas division of The Boeing Conmany. 

There are several anticompetitive pTBctices prevalent in the airiine incfijstiy 
today, lliese practices are made possible, and are anticompetitive, largely on ac- 
count of the domination of airline nubs by individual airlines. Hy testimony briefly 
focuses on two of these practices: predatory pricing, and what I am calling predatory 
maiket flooding. 

1. The Airline Industry is BecomiTig I/tcreasiTigl^ Concenirattd. Instances of preda- 
tory pricing and predatory market TloodinK are increasingly frequent and increas- 
ingly blatant. Moreover, the conditions which facilitate preoatoty activity^-includiiig 
the monopolixation of an airline hub by a single carrier— are mora prevalent. lUi 
industiy concentration is increasing. Predatoiy activity will intensify unless it ia 
stopped. 

Post deregulation, the dosen or so estaJbUshed airlines competed intenselv ibr mar- 
ket share, uirou^ growth and throu^ acquisitions. "Rie industry rapid^ evolved 
to hub and spoke svstems, and airlines competed fiercely te stoxe out territories 
they could control. Today, most airline hubs tat dominated by a single airline who 
has a mariut share — at that hub — ranging from 70% te 9G% of all activity at that 
hub. Attadiment 1. 

As Julius Maldutis of Sabmon Brothers has recently pointed out, this coocentra- 
tion of airline power in hub cities is highly unusual and is far more concentrated 
than waa previoualy believed. In hia July 21, 1997 report, entitled 'Airline Competi- 
tion at the 50 Largest U.S. Airports — Ilpdate," Salomon Biothers states 'Snsraet 
share analysis and . . . measures of concentration at the 50 largest airports dww 
an unprecedented degree of concentration in the airline industry." 

And this concentration is increasing. 

In 1984, Northwest Airlines had an approximately 10% maiket share in Detroit. 
In 1986, when it acquired Republic, Northwest's market share jumped te appnud- 
mately 60%. In the last ten years, following this anti-competitive merger. Northwest 
has increased its market share te approximately 80%. Attachment 2. 

In 1984, USAir's maiket share in Philadelphia was approximately 20%. USAii's 
market share has since increased te spproximstely 60%. Attachment 3. 

At I^ttsbur^, USAir's market share has increased during the same perkid from 
approximate^ 72% te over 80%. Attadiment 4. 

Similar increases have occurred al other hub cities. 

2. Fair and Unfair Competition Distinguished. Airlines have used a number of 
techniques te esteblish — and te maintain — their hub dominance. Lawfiil and aggres- 
sive competition has certainly played a part in this process. However, several air- 
lines have also engaged in a number of unfair, anticompetitive and illegal tedi- 
niques te eliminate competition. 

Not al! airlines engage in this activity. And, ag^ssive pricing and scheduling ac- 
tivi^ is usually legal. However, aa is well-recognized by the antitrust laws, certain 
otherwise-legitimate activity is antkompetitive and illegal when engaged in by a 
monopolist. The activity described herein is anticompetitive when enga^d in bv an 
airline with a concentrated market share — such as by Northwest Airlines at Min- 
neapolis or Detroit, where Northwest has an approximately 80% market share. 

The predatory activity described herein is a subset of the larger universe of anti- 
competitive activity. It is particular anticompetitive activity that makes ecoooinic 
sense only if it harms one's competiter thereby driving the competitor from the mar- 
ket. It is short-term profit sacrifice in order te obtain later monopoly profite. 

The predatoiy basis of certain pricing and scheduling activity is beat illustrated 
by comparing instences of sudi activity te more normal competition. The example 
of 'normal competition" 1 uae is Southwest's entry inte the St-Louis-Detroit manet. 
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Dumber of dayi in euii month and kIbo due to holidayB and some extra sections.) 
Southwest Airiines ia used as the base case because Southwest ofTers low fares 
but is not a vukierable new entrant. Southwest oflers the same low fare competltioD 
that a new entrant can offer, but, unlike roost new entrants, Southwect baa tremen- 
dous financial resources. This is a significant difleience because predatory activl^ 
is suecessfiil only if it drives the competitor fnm the mariiet. Southwest has shown 
it cannot be driven out of a market by aggressive price cuts. Hence, we assume that 
any renxmse to Soutfawest's entiy ia com^tition and not *predation'. 

Attacnment 6 documents fare activity in the St. Louis-Detroit market over the 
■ame period as Attadunent 6. Pare data is shown quarterlv, not monthly, aa month- 
ly data is not available. Because air fares change aeasonally in rea^nse lo hi^ and 
low trafRc, I have included a vertical line on eadi fare diart to facilitate a compari- 
son of year to year changes. In this chart, the vertical lines mar^ the third quarter 
of Uie year. 

in the t] , . 

t and about |73 for TWA. Northwest and TWA maintain a mudi higher fare 
structure after Southwest's entiy. Indeed, as has happened in many markets en- 
tered by Southwest, the average t&n realized hy the other airlinea increasea in re- 
sponse to Southwest's entry, '^s indicates the sophisticated yield management sys- 
tems of the nugor airiines woricing to maximize the profit to such airlines, given uie 
new competitive environment. 
"ntere is also no increase in capacity in response to Southwest's entry. 
lUs ia a baseline case, whidi sets the foundation for the following examples of 
predatoty activity. 
A. Pndalory Market Flooding 

Predatory maricet Hooding happens when an established, dominant airline Qoods 
a maritet with capacity in response to the entrv of a low fare new entrant airiine. 
"nie purpose is to make the mariiet uaprontable for eveiyone, thereby driving out 
the new entrant. 

IIk Department of Justice has recogniEed that market flooding violates the anti- 
trust laws. In his remarks before the American Bar Association in June of this year, 
the Chief of the TransporUtion Section of the Antitrust Division of the Department 
of Justice stated that it would "seldom be a normal competitive response" where an 
incumbent follows a new entrant into a new route. 

Claims of predation are more credible when they involve not onlv price cuts, 
but also aignificant capacity increases or other changes in oetwon operations 
by Incumbent. Entry by Incumbent into a route it was not currently serving 
would seldom be a normal competitive response to a rival. If the route were not 
profitable for Incumbent before Upstart entered, whv would it be profitable 
afterwards? On the other hand, expansion of capacity by Incumbent on a route 
it already serves ml^t be a normal response if the new entrant forced prices 
do¥m enou^ lo greatly increase demand — Roger W, Ponea, Chief. Transpor- 
tation, Energy, and Agricultural Section, Antitrust Division, U.S. Department 
of Justice. Remarks before the American Bar Association Forum on Air and 
Space Law. Seattle, Washington—June 12, 1997. 
Yet this is precisely what happened when Reno Air tried to serve the Reno-Detroit 
maiket earty this year. 

Northwest's response was reported by the Reno Gazette-Journal on Tuesday De- 
cember 17, 1996: "Just IV^ weeks after Reno Air announced it will begin nonstop 
service to Detroit on Jan. 30, Northwest Airlines said on Monday it will oegin dai^ 
nonstop flights between the cities on Jan. 31." And about the same time Reno Air 
increased its service to two flints a day. Northwest inci<eased its service to three 
fBghts a day. 

Northwest also used larger planes for its service, with the result that a mariiet 
that Reno Air entered wiUi leaa than 4,000 seats a nunth soon had over 24,000 
•eats per month. Attachment 7. 

You will also note that when Northwest entered the market with nonstop flints, 

its fares were less than when it was serving the market with onestop flints. That 

is an odd reason to institute nonstop flights in a new mariiet. See Attachment S. 

Northwest also undercut Reno Air's fares, initiating s t99 fare to Reno and (119 

fares to the West Coast— substantially below the levels prevailing befbre Reno Air's 
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apinia ei aetaa, i>iaruiwen amppea iia larea ay aver Mnu. nonil' 
eld in the Detroit-Boston market dropped precipitously from 43 
-a 62% decrease. Why? Northwest could have reauzed higher leve- 
/ let Spirit completely fill up its planes and left its own fare ^juc- 



entry. Tliis was predatray pricing. Due to the time rehired to obtain pricing diU 
from the Department of 'n^nspoiiation, we an continuing to analyze this data. 
B. Predatory Prieirtg 

H)r second example of anticompetitive conduct is a caseof predatoiy pricins. 

Spirit Airlines, a very small airline based in D>etroit, decided in eatlyl996 to 
enter the Detitiit-BoBton market. 

At the time. Northwest was serving the maricet with as many as 11 flights per 
day, offering over 1500 daily weekday seats. Spirit entered wiOi a small aircnft 
seating oni^f 87 posaengerv, even when completely full. As is evident from Attadi- 
ment 9, Spirifs capacity in the mariiet was insignificant compared to Northwest 
Northwest accelerated its usual summer expansion in the mancet, with the result 
that Northwest's capacity increased in May — as opposed to July or August — end 
reached an all-tioK high shortly after Spirit's entry. This was predatory market 
(loodins. 

But the real stoiy here is in the fares Northwest charged, as indicated on Attadi- 
ment ID. 

In response to Spirit's 87 seats, Northwest dropped its fares by over 60%. Nor^- 
west's average yield j, ■'"■■■" ■ ... . . .. . - 

cents to 16 cents— a 6" 

nues had it simply let _^ , ^ ^ _._ 

ture inUct. In every other second quarter-1991, 1992, 1993, 1994 and 1995— 
Northwest's revenues on the route increased in the second quarter. However, North- 
west's revenues dropped in the second quarter of 1996. Attachment 11 charts the 
drop in Northwest's total revenues on the Detroit-Boston route as a result of Norlh- 
westfs predatoiy response. When adjusted for number of seats, the drep in revenue 
is even more significant. Attadiment 12. 

3. Summary and Conclusion. Airline competition today is a paradox. Althoueh 
Reno Air has been successful competing in the most competitive maikets in ue 
country, Reno Air has been unable to profitably enter two of the least competitive 
maricets in the countiy: Minneapolis and Detroit. 

On the west coast, Reno Air has competed successfullv with some of the strongest 
competitors, including Southwest and United. On the other hand, Reno Air has sim- 
ply been unable to compete in two monopoly maikets served by Northwest Airlines: 
the Minneapolis-Reno market, which Reno Air sought to enter in 1993, and the De- 
troit-Reno market, which Reno Air entered early this year. Reno ^r continues to 
operate the Detroit-Reno route, but has recently reduced is operation to only one 
fUdit a day. 

m these maikets, Reno Air received similar, blatantly anticompetitive responses. 
Northwest entered with excess capacity and reduced its fares. Industry experts 
agree that Northwest's purpose in doiiig so was to destroy the market, to push Reno 
Air out and to deter other low fare airlines from entering Northwest's hubs. 

The prevailing air fares tell you why Northwest acts so urgently to keep Reno Air 
out of its hubs. Airfares between San Jose and Los Angeles — a market that enjoys 
stiff competition— averaged 19 cents a mile in the first quarter of this year. Air fares 
between Minneapolis and Detroit averaged 46 cents a mile. Airfares between Wash- 
ington National and each of Boston and LaGuardia averaged in excess of 47 cents 
a mile. Airfares on the east coast, whidi is dominated by airline fortress hubs, are 
in the range of 30 to 40 cents per mile. Airfares on the west coast are below 20 
cents a mile, and often below 10 cents a mile. 

Earlier this month a group of concerned airlines, industry professionals, commu- 
nities and business consumers met in a forum arranged by the Business Travel Con- 
tractors Corporation to call upon Congress to fix the competitive problems in our 
industiy. The most significant of these competitive problems is predatoiy pricing 
and scheduling activity. 'Hiis is the barrier tnat has prevented Reno Air from suc- 
cessfully entering the Minneapolis and Detroit markets. This is the problem that 
must be cured if we ore to have a competitive airline industiy. It is simp^ too easy 
for an established hub airline to cause any market served ^ a new entrant to be 
unprofitable. Because Northwest has been able to avoid government enforcement ac- 
tion with its predatoiy tactics against Reno Air, other miuor airlines have begun to 

' a similar, blatantly predatoiy ways. 



litical cries of certain miuor carriers, the airline industiy today is characterized oy 
a remarkable absence of regulation when compared to most any other industiy, be- 
cause of the federal preemption of state fair trade laws. If the Department of Jus- 
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tiee, the Department of Trananortation and Consreaa will not act to stop the abuaes 
that have been dooimented, then Congreaa ahould at leaat allow the Btatei to apply 
their ovm fair trade lawa in this area. 

We recogniM that predatoiy pridng and prad^»iy mariiet flooding are complex 
problema due to the ttnnplez nature of airiine pricing and idieduling at hub mar- 
keta. And yet the fact that dieae are difRcult iwuea doee not Juatify the failure of 
government to act to atop the afaudve practicea. 

tbie future of airline con^ietition, and the future of low farea, is at atake. 

Domiunt Airline Maiket Share Selected Airpoits Domestic Passenger EnplaMfflents, March 1997 
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The Chairhan. Mr. Murphy. 

STATEMENT OF CYBIL MURPHY. VICE PRESIDENT FOR 
INTERNATIONAL AFFAIRS. UNITED AIRLINES 

Mr. Cyril Murphy. Thank you, Mr. Chairman. Fm Cyril Mur- 
phy, vice president of international and r^ulatoiy anairs for 
United Airlines. Thank you for allowing me this opportunity to ap- 
pear today on behalf of United Airlines. 

A few months ago, United conducted a detailed survey of its cus- 
tomers. What we learned was that we knew far less Uian we 
thought about our customers' views and opinions. 

This hearing is evidence that we also mi^udged the degree to 
which a segment of the American public harbored apprehensions 
about the benefits of deregulation. We didn't listen well enough. 

As a result, we find ourselves faced with a variety of congres- 
sional and administration initiatives. All are well-intentioned, but 
some would re-regulate our businesses in ways that would put in 
jeopardy much of^which has been achieved for the public and for 
small- and medium-sized communities over the last 20 years. 

Let me address three of those areas. 

First, a proposal to withdraw slots from network carriers at high 
density airports in order to assign them to new, point-to-point car- 
riers, for example, would have unintended but extremely adverse 
consequences for many communities. United has done a prelimi- 
naiy analysis of what a 10 percent drawdown of its slots at C^Hare 
would mean in terms of corresponding service cuts. Our analysis 
shows that initially, we would he forced to eliminate, entirely, non- 
stop service to O'Hare from 11 cities. 

In addition, 20 more cities would receive significant cutbacks in 
service. These 31 cities are geographically dispersed throu^out 22 
States. Most of these cities are precisely the type of small- and 
mid-sized communities to which Congress seeks to expand service, 
not reduce it Few are the type of community that a point-to-point 
carrier would even consider serving. The result, at least for these 
communities, would be to undermine years of developmental efforts 
to provide their citizens with direct access to a global air transpor- 
tation network. 

This analysis, moreover, is limited to the effects on United at 
O'Hare. It does not include drawdowns by United from LaGuardia 
or National or drawdowns by other network carriers such as Amer- 
ican or, as we heard, US Airways. If their service reductions are 
factored into the equation, the case agiiinst slot withdrawals, from 
the standpoint of the public interest, becomes even more one-sided. 

Second, the domestic air transportation industry, like other 
major industries, is subject to the anti-trust laws. However, recent 
statements by senior DOT officials indicate that the agency is mov- 
ing to saddle the air transportation industry with more restrictive 
limitations than other U.S. industries. DOT would, we are told, de- 
lineate guidelines above and beyond the anti-trust laws for what 
constitutes unfair competition in areas of airline pricing, sched- 
uling, and service. The world's most infamous proponent of such 
guidelines for their air carriers is, of course, Japan's Ministry of 
Transport. Their guidance, which carriers are n-ee to ignore at 
their peril, has created an airline industry that is a model of ineflfi- 
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ciency and a lack of innovation. It is a model that should not be -^ 
emulated. 

The chief of the Transportation Section of Uie U.S. Department - 
of Justice recently warned that the failure of a new carrier, fol- 
lowing a competitive response from an incumbent, does not prove 
that die incumbent acted improperly. He cautioned against inten* 
tion that might chill rather than promote competition. He went on 
to note that fair discounting by an incumbent in response to a new 
competitor is usually the essence of the competitive process. 

Efforts by DOT or Congress to intervene in the competitive na- 
ture of this industry by regulating pricing, scheduling, or service 
decisions, through either vague guidelines or other criteria that 
would reduce competition, would reduce the likelihood that carriers 
would risk the type of novel competitive responses that have to 
date made l^e U.S. airline industry the most dynamic in the world. 

Finally, some proposed legislative initiatives would reinject Con- 
gress into local communities' determination of how best to employ 
their local airports. This approach of Washington interfering in the 
regional affairs seems to run counter to the congressional policy of 
granting more deference to local authorities in most other areas. 

Congress would not take seriously a proposal that it should tell 
a community where it should route its local bus network or where 
their stops should be located. It recognizes that those types of deci- 
sions are best left to the people most immediately affected by them. 

Why, then, should Congress feel qualified to overrule the careful 
determinations of communities such as New York and the Wash- 
ington metropolitan area on how best to employ their airports? 
Like so many of these other efforts to re-regulate competition, 
changing the perimeter rule would be a counter purpose to what 
many in Congress are seeking to achieve. 

Lifting the perimeter rule at National Airport to include Phoenix, 
for example, would result in the elimination of nonstop service to 
Washington Dulles from Arizona. For the Phoenix passenger seek- 
ing access to international flights, Dulles and its array of ni^ts to 
Europe, the Middle East, and South America would no longer be 
an available competitive alternative. 

Congressional efforts to overrule local decisions would mean that 
the passenger in Phoenix or other Western cities would actually 
have far fewer transportation choices, not more. United hopes, at 
course, that this committee will opt for the role of constructive 
leadership in cooperation with the Administration, Uie commu- 
nities, and the air carrier industry. And, indeed, there are a num- 
ber of legislative proposals now being put forward that would be 
quite beneficial to competition and not have the countervailing neg- 
ative implications to which I have referred. 

We stfmd ready to assist in any way possible in seeing that those 
positive proposals are implemented. With strong congressionfd 
leadership, the enormous potential of the U.S. air transportation 
industry can continue to be realized for the benefit of all. Thank 
you. 

[The prepared statement of Mr. Cyril Murphy follows:] 
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FSIPARKD STATBHENT OF CYRIL MUKPHY, ViCK PKBSIDENT TOR INTERNATIONAL 

Affairs, Unttbd Airlinbs 
Hr. Chairman, Senators, thank you for BlIowinK dm to appear before your Com- 
mittee today on bdialf of United AirUnes. 
As many of you may know, a few months ago United conducted a- '- '— " 



did not. We were surprised and a little chagrined about what w 
our owm passengers. 

Let me say that today's hearing is evidence that we atso miqudged the impres- 
sions of a tdgnificant s^meat of the American public on the issue of airline derc^- 
latioa. We presumed that the public was aware of and saUsfied with the ever u- 
creaaing range of benefits that we knew deregulation is producing. As an industry, 
therefore, we did itot devote sufficient attention to explaining to me American con- 
sumer the fundamentals of our business and the relationship of those fundamentals 
to Uie conoems being expressed by the public. In short, we did not listen well 
enou^ to appredate the depth of their dissatisfaction, u we had, we would have 
reacted eariler to them. As a consequence, we now find ourselves trying to fend off 
critirism i^ elements of our business that are, in fact, enormously beneficial to the 
public as a whole. Equally disturhin^, we find ourselves faced with proposals that 
would Veregulate' our business and in so doing put in jeopardy much that has been 
adiieved for the public over the past 20 ^ars. 

We see a U.S. aviation industry that is driven by niaT^et forces and intense com- 
p^tion. Ihese dynamica are studied by governments and air carriers around the 
woiid. They view our industry as the yardstidc against whidi they must gauge their 
own competitiveness. 

Since deregulation our carriers have generated one innovation after another aa 
eadi of us seek to gain a competitive advantage over the rest. It is — we have always 
believed^-precisely this environment that Congress had hoped would develop when 
it voted to remove the dead hand of regulation from our industry. 

lite evolving innovations under the free market include extensive, and hi^y 
competitive hub and apoke systems in every region of the country. These systems 
provide far more extensive coverage and far nwre frequent service between thou- 
sands of pairs of U.S. cities than was ever possible under reflation. Moreover, they 
allow carrier* to provide that expanded coverage on an efficient, cost effective basis. 
As an example of what it has produced, a passenger interested in flying between 
Waahinston, D.C. and Albuquercrue, New Mexico — a relatively snuu! market in 
terms of daily passengers — today nas a choice of flints by TWA, American, Delta, 
Continental and United operating over their respective hubs at St. Louis, Dallas, 
Atlanta, Houston and Chicago, oflering several dozen departures ranging from 6:12 
AM to 7:03 PM. 

The Department of Transportation properly characterized the benefit and com- 

rAtive nature of hub networks and, in particular, their importance to being able 
provide air service to smaller cities: * 

Being the service center of a network results in far more service for the hub 
dty than it would otherwise eryoy. Comparing service at a city that is a hub 
network, before and after the network was developed, or with non hub cities of 
comparable populations shows that the difierences are dramatic. Hub networks 
not only serve many more destinations nonstop, but also provide more fre- 
quency to virtuaUy any destination. Indeed, in many instances high prices stem- 
ming from the exerdse of market power are in markets that would not have 
had service at all but for the development of the hub. This is because flow traf- 
fic created by the existence of the network is necessary to economically sustain 
service to smaller cities. In other words, smaller marketa with limited local traf- 
fic potential need traffic flows to and from a large number of connecting des- 
tjnations to develop adequate trafiic to support the sr— -~ 



necting pasaengera because the availability ot service over its hub is just an- 
othei^ service attemative, and is, therefore, procompetitive for most passengers 
that use it. Indeed, given the large number of connecting hubs in the u£., most 
markets of intermeouate- and longer-haul distances can be served over a num- 
ber of connecting hub alternatives, and thus, are very competitive. 
In short, hub-centered networks have had, and continue to nave, enormous bene- 
ficial effects not othenvise attainable. 



'The Low CoiU Airline Service Revolution, April 1966, U.S. DOT, pp SS-27. 
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Yield mansgemeiit aj^Bteiiw— •ophisticated comput«rited maiketing tools— haw 
evolved under deragulation to allow the carriers to sell their seats more eflective^ 
and efiidently. Using these tediniques allows us to ofler both low fares for the vaca- 
tion traveler who ia able to plan well in advance or utilixe off-peak daya and depap 
ture times and yet still be able to provide eapacify for the Uot minute service de- 
mands of business traveler* at a price commensurate to the vahie and coat of the 
piuduct. 

Maritet driven initiatives under deregulation have also been reaponsible for the 
growth of shoii-haul, hirii-vohime, low-fare services by carriers spedalizInK in thit 
niche. Given the size of the U.S. maHcet, that niche can be quite large, llie IbremMt 
of these carrier, SouthwesL is now the 6th largest airlfoe in the world in terms of 
passengers enjuaned. Soutnwest's innovative product has spiwred oompetitive re- 
sponses from United and Delta, both of whom nave created airlines witoin airiiMS 
to compete eEGsctively in this area of the business. The passenger is the beoeficiaiy. 

Code-aharing, the ability to combine the routes of several carrrera into an expan- 
sive int^rated, user-friendly network, ih generating far reaching benefits for U.8. 
and foreign travelers. The business person in Des Moines can go to one carrier and 
receive the equivalent of single-airline service and responsibility from his local air- 

Krt to, for example, Tashkent. Connecting between airlines at some foreign airport 
a long been a recurring nightmare for the international passenger. Code-share al- 
liances effectively eliminate that dread. They are increasingly sou^t out by inter- 
national travelers. 

Finally, the competitive demands of this deregulated industry have resulted in the 
production and acquisition of rogional jet aircraft. These aircrafl will allow msny 
smaller U.S. communities the obvious speed and comfort advantage of jet service 
links to the competing hubs of various carriers. It is an innovation wat will revoh- 
tioniie air service in these communities over the next few years. 

All of these innovations would either not have evolved or vrould hove evolved 
mudi more abwly and in a greatly truncated form were it not for deregulation. Ilt^ 
are also innovatioas which to one degree or another would be placed at risk by pro- 
posals for reregulatbn. 

As I mentioned, we in the industry had assumed that these benefits and the intei^ 
losing relationships of these innovations were essentially self-evident. llieKlbre, 
we tended to Ignore critics who portrayed the hub and spoke systems as refleoting 
not expanded competition but rather increased concentration. By focusing on the 
hub and not on the systems, they misinterpreted the intensity of competition. But 
we were remiss in not educating uie public of these facts. 

Where we saw the benefits ofyield management pricing, critics focused on the dis- 
parity of prices paid bv passengers on the same flight and called it discriminatitm. 
They, of course, failed to differentiate between the value of the services actusjb 
being provided. Keeping seats available for last minute use increases the tikeHbood 
that they will go unsold. lliBt risk is reflected in the price charged. Moreover, if 
all seate were sold at the spenal fares aimed at vacation travelera the fU^t woold 
be unprofitable and dropped from the system. Those realities, however, tended ta 
get lost in the argument. Again, we should not have let that happen. 

Where our industiy recognized the viability of short-haul, hi^-dennty point-to- 
point services in certain larger markets, critics decried the fact that they were not 
available everywhere. Again they ignored what we thought was obvious; these serv- 
ices are simpv not viable in most markete. Indeed, the netwoik efficiency of hubs 
allow services te many communities that could never support service on a point U> 
point basis. But once we failed te satisfactorily explain tnose facta to the American 
public 

CriUca attack code sharing as deceptive, as if it was some sort of bait and switdi 
tactic. In so doing, they ignore reality — consumer complainte related to this alleged 

firoblem are virtually non-existent and customer praise is widespread. Again, we oe- 
ieved that the facts were self-evident but it appears we were mistaken. 

Even Regnal Jete are now being criticized as too little too late,* as if deregula- 
tion some how hampered rather than stimulated technological advancement. 

The fact ia that both our industry and the DepHitment of TransporUtion were so 
convinced of the benefits of deregulation and so aware of the integrated nrture of 
the innovations that produced those benefits that we did too little to GOnect 
misperceptions and misplaced critidsms. Their simple repetition, over time, has 
therefore tended to give these misdiaracterizations a patina of legitimacy. Sensing 
that, certain special interests have sought to capitelize on the situation by em^'ao- 
ins these criticisms as their own. Thev hope to use them to achieve by regulation 
what they have failed to achieve in ttie marketplace. Their clamor for protection 
from the forces of competition, which they, of course, must characterize as abuses, 
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ht» rMultod in numenma regulatoiy propoials, some of whidi would tend ta arrest 
the very dynamics of competition that have made deregulation such a success. 

Congress is at a cross roads. It can choose a course of working with the industry 
and the Administration to ensure that the tools of a competitive, innovative air4ine 
induftty remain available and tliat opportunities to use those tools are exfianded. 
This is the padi Congress has taken in the past, for example, by encouraging the 
ncpansion of liberal international aviation eigreementa and 1^ making certain that 
the Administration maintained its leadership role in promoting such agreements. It 
ifl a path that Congress can continue to follow by working vmb earners, commu- 
nities and manufacturers to accelerate the introduction of new tedinology, such as 
regional jeta, tiiat promise substantial public benefits. 

Or, Congress can take a negative approach. Rather than lead, it can opt to react 
with initiatives aimed at reducing carriers' abilities to respond to the market with 
competitive innovations. It can damage the service efficiencies and effectiveness of 
careiully developed hub networks and produce resulting harm for small- and me- 
dium-sized coimnunities by confiscating slots from the hub carrier. It can, for exam- 
ple, intrude into the carriera' pridng policies resulting in higher fares both for the 
price-sensitive vacationer ana the service -sensitive business traveler. It can also 
take steps that would inhibit code-sharing and thereby deprive hundreds of thou- 
sands ofpassengera of the service enhancements and stress reduction that such alli- 
ances can provide. It can toll local communities that they cannot manage their own 
airports. It can make the future so uncertain as to undermine the ability of carriers 
to conduct the type of bng-range planning needed, for example, to integrate regional 
Jet aircraft into their systems. It almost goes without saying that if we are subjected 
to new legislation with essentially standardless criteria, we will be presentoa with 
risks that cannot be anticipated. Such an environment must necessarily dampen 
carrier eathustasm to explore new, innovative methods of competition. It would run 
contrary to tiie goals of Congress in enacting deregulation twenty years ago. 

A proposal to withdraw sloto from network carriers at hi^-density airports in 
order to assign them to new, point-to-point carriers, for example, would have unin- 
tended but NLtremely adverse consequences for many communities. United has done 
« preliminary analysis of what a 10% draw down of its abts at CHarc would mean 
in terms of corresponding service cuts. Our analysis shows that initially we would 
be fDn:ed to eliminate entirely non-stop service to CHare from 11 cities. Twenty 
more cities would receive significant cuts in United non-stop service to our systom 
hub. These 31 cities are geographically dispersed throughout 22 stotos. 

Host of these cities are precisely the type of small to mid-size communities to 
whidi Congress seeks to expand service not reduce it. Few are the type of commu- 
otty that a point-to-point carrier would even consider serving. The result, at least 
for these communities, would be to undermine years of developmentol efforts to pro- 
vide their citizens with direct access to a global air transportation network. 

liiis analysis moreover, is limited to th*; effects on United at OUare. It does not 
include drawdowns by United from L^Guardia or National, or drawdowns by other 
network carriers such as American and USAlr, If their service reductions are 
factored into the equation, the case against slot withdrawals from the standpoint 
of the public intoresl becomes even more one-sided. 

The domestic air transportation industry, like any other m^r industry, is sulgect 
to the antitrust laws. However, recent statements by senior DOT oHieials indicate 
that the agency is moving to saddle the air transportation industry with more re- 
strictive limiUtions than other U.S. industries. DOT would, we are told, delineate 
"guideUnes," above and beyond the antitrust laws for what constitutes unfair com- 
p^tion in areas of airline pricing, sdieduling and service. 

The world's most infamous proponent of such "guidelines" for their air carriers is, 
of course, Japan's Ministr:^ of Transportation. Their "guidance" which carriers are 
free to ignore — at their peril — has created an airline industry that is a model of inef- 
firiency and lack of iiuiovation. It is a model that should not be emulated. 

Hw Qiief of the Trans[witation Section of the U.S. Department of Justice re- 
cently warned that the failure of a new carrier following a competitive response 
from an incumbent does not prove that the incumbent actod improperly. He cau- 
tioned against intervening where that might chill rather than promote competition.' 
He vrent on to note that fare discounting by an incumbent in response to a new com- 
petitor is usually "the essence of the competitive process.*^ Efforts by DOT or Con- 
gress to intervene in the competitive nature of this industry by regulating pricing 



•AiitinB Bosineaa, October 1997. 
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« that have to date made the VS. airline indiuti^r' 

Finally, aome proposed kgiaUtive initiatlvea would reinject Congresa into the 
local commuaitiea' detennination or how best b> empby their local airporta. Thia ap- 
proadi of Waahinston inl^rfering in regional affaira seems to run counter to Con- 
grossional polity oT granting ntore deference to local authorities in moat other areas. 

Congress would not take seriously a proposal that it should tell a communitT 
where it should route its local bus networic or where the stops should be locatei 
It recc^izea that those types of dedsiona are best left to die people directly affected 
by them. Why then should Congress feel qualilied to overrule the careftil determina- 
tions of communities such as New York and the Washington Metropolitan area on 
how best to employ their airoorts? 

Uke BO many of these other efforts to reregulate competition, expanding the pe- 
rimeter rule would be at a counterpurpose to what mai^ in Congress seek to 
achieve. Opening the perimeter rule at National Airport to include Phoenix, for ex- 
ample, would result in the elimination of non-stop service to Washington Duties 
from Arizona. For the Phoenix passengers seeking access to intematkinal flints, 
Dulles and its array of flights to Europe, the Middle East and South America would 
no longer be an available competitive alternative. Congressional eflbrta to overruje 
local decisions would mean that the Phoenix passenger would actually have far 
fewer transportation choices, not more. 

United hopes, of course, that this Committee will opt for the role of constructive 
leadership in cooperation with the Administration, the communities and the air car- 
rier industry. And, indeed, there are a number of legislative proposals now being 
put forward that would be quite benefidal to competition and ttiat do not have the 
countervailing negative imprications to which I have referred. We stand ready to as- 
sist in any way possible in seeing that those positive proposals are impleoMnted. 
With strong Congressional leadership, the enormous potential of the U.S. air trans- 
portation industry can continue to be realized for the benefit of alL 

Thank you for allowing me to present these views. 

The Chairman. Mr. Murphy, in your closing comments, you said 
there were some proposals that would work. 

Mr. Cybil Murphy. We have seen a number of proposals th^ 
are in the process of being introduced, or have been mtrodu{»d, 
which we think would help facilitate the innovations that are tak- 
ii^ place in this industry. And they are spread throughout the 
United States. 

The Chairman. Could you tell us one of those proposals? 

Mr. Cyril Murphy. Well, one of the proposals Uiat we know is 
being introduced is the introduction find facilitation of regional jets. 
And we believe, as we heard earlier today, there are many smaller 
communities that could benefit from the introduction of these re- 
gional jets. 

The Chairman. Would United be willing to provide that service? 

Mr. Cyril Murphy. Oh, yes. Yes, indeed, Senator. Well, I have 
to qualify that. We are in the process of imdergoing a vote with our 
own pilots, in terms of getting approval to acquire regional jets. 
But we intend, once that approval is forthcoming, as we are con- 
fident it would be, that we, as American Airlines has already done, 
would propose a vast increase in service from Chicago's O'Hare Air- 
port to a number of communities that do not today receive jet serv- 
ice. 

The Chairman. If it is slot controlled, how do vou do that? 

Mr. Cyril Murphy. Well, sir, we do have slots that are being 
served with turboprop aircraft. So, in effect, we could replace those 
with regional jets. 

The Chairman. But you still have the same number of flights 
whether Uiey are turbo driven or whether they are jet driven, 
ri^t? 



dbyGooc^lc 



117 

Mr. Cyril Murphy. But I think we have heard from a number 
of communities that for Uiose communities that are only getting 
turboprop service and not jet service, that is a great enhancement 
of service. 

The CHMRiitAN. You just said it would serve more markets, Mr. 
Murphy. 

Mr. Cyril Murphy. We also intend, Senator, to expand to a 
number of communities that we cannot serve today because a tur- 
boprop does not have adequate range to serve those communities. 
Let me ^ve you the example of Chattanooga, for instance. Chat- 
tanooga IS a market which has just been approved for additional 
slots with turboprops. We expect that once we acquire regional jets 
or, more accurately, when our United Express carrier acquires 
them, they would be in a position to replace the Chattanooga serv- 
ice withjet service. 

The CThairman. Mr. Murphy, I am not going to take time to 
argue with you. but if you have only a certain number of slots, then 
you can only take off and land so many times. Now you know that, 
and I know that. And to compare what we are trying to do with 
what the Japanese do is one of the most remarkable statements 
that I have heard in my 11 years as a member of this committee. 

Mr. Rowen, is Reno Air a union carrier? 

Mr. RowEN. I diink we like to Uiink of ourselves as unique, but 
I would not say that we are a unique carrier. 

The Chaibhan. Union. 

Mr. Rowen. Union. I am sony. Our pilots are represented t^ the 
Air Line Pilots Association, and our flight attendants are also rep- 
resented. 

The Chairman. Do your pilots support this proposal? 

Mr. Rowen. We have not run it by our pilots. 

The Chairman. Pardon me? 

Mr. Rowen. We have not polled our pilots as to whether they 
suimoTt the proposal. Informally, when I fly, I talk with our piloto, 
ana they have all been very supportive. 

The Chairman. Captain Babbitt, do you speak for your entire 
membership when you present? 

Mr. Babbfit. Yes, sir. 

The Chairman. Including America West? 

Mr. BABBirr. Yes, sir. 

The Chairman. I think you are wroi^. I think that America 
West pilots do not support your objections to it And I think I will 
be able to provide you with that iniormation. Because I have talked 
to too many of them myself. 

Mr. Babbitt. In reviewing my remarks both in the li^t of Amer- 
ica West and Reno, our objection is focused on the confiscation, the 
confiscation. How the slots are awarded. The increase in competi- 
tion, I am all in favor of. I have not objected to that. What we are 



ofaiectine to is the confiscation. 
The OlAlRMAN. r 



. Captain Babbitt, what I said was my proposals. 
Not c<mfiscation, not non-confiscation. My proposals, Cuttain Bab- 
bitt, is what I said. If you object to part of iL fine. But if^you object 
to uie entire proposal— my question was: Does your membership 
n4)port these proposals? I did not ask you whether you supported 
the confiscation or not 
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Mr. Babbitt. I misunderstood the question. 

The CHAHtMAN. You know, we seem to have some trouble here 
lately with witnesses. And I am not sure exactly why. 

Mr. Murphy and Mr. Nagin, did you oppose the extension of the 
perimeter rule when it went to 1,000 miles? 

[Pause.] 

The Chairman. It is a simple question and requires a yes or no 
answer. 

Mr. Cyril Murphy. I do not know, Senator. 

Mr. Nagin. Senator, I cannot tell you that we took a position. 

The Chairman. Do you know? 

Mr. Nagin. I do not know, Senator. 

The Chairman. How about when it went to 1,250 miles? 

Mr. Nagin. I do not know. And we are not taking a position here- 
I have heard a lot of discussion here. 

The Chairman. Would you oppose it if it went to 1,500 miles? 

Mr. Nagin. Senator, US Airways' position today is the only oa» 
I can address. And I can tell you our position on this. We hav» 
heard a lot of interesting arguments on this matter with respect t» 
increase in service. We are interested in that. And our only positacnm. 
that we are here discussir^;— that we were discussing — was tha 
taking away of slots. 

The Chairman. Can you answer the question either yes or no? 
Would you support an extension of the perimeter rule to 1,600 
miles? Or do you not know? 

Mr. Nagin. I do not know at this time. 

The Chairman. Mr. Murphy, would you not support an extensioD 
to 1,500 miles? 

Mr, Cyril Murphy. That is correct, Senator. 

The Chairman. Thank you. Would you provide an answer for die 
record? 

Mr. Nagin. I would be delighted to provide one. 

rrhe information referred to follows:] 



note, however, that becouw of envinnmeiital and other oonoems it the IomI o 

muniW, aa txpnueA in the teetimony of Senators Warner and Robb befiare war 



The Chairman. Senator Ford. 

Senator Fokd. I am kind of confused here. I got lost somewfacm 
along the wa^. We have a term here, "auctionable slots." It states 
that an aucbonable slot is one now held and originally given in 
1986. And, "any slot" other than a slot used to provide service to 
a small or medium hub or acquired for value. 

Now, something about that bothers me a litUe bit when ;^ou aay 
we are going to take this slot, but you have to continue serving cer- 
tain communities. We have gone to re-regulating the industry and 
Siting that we want to pve these slots, nut you have to contanue 
to serve certain communities. Now, I am not sure that we get Ymtk 
to the one that worries me about vitiating contracts, the under- 
writing of the bonds. I can understand where Reno would probab^ 
underwrite bonds at Reno, and America West wntuld underwrite 
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M>ndB at Phoenix. But when they get out of that territory, are they 
Soing to underwrite bonds at National, at LaGuardia, at Oliare? 

Can all of the new entrants do that? I am not sure that they can. 

But it certainly was somewhat disconcerting to me when I be- 
lieve it was Mr. Rowen who said that they have an excellent bond 
rating now, under the circumstances, because of the strength, and 
he would be concerned about the change in the contracts and the 
ability to continue to grow and to fund. So I have some real prob- 
lems with where we are going. 

So let me just ask this question to anybo<fy. Would DOT need to 
tell you where you can use each of your slots for this provision to 
protect service to small- and medium-sized communities, Mr. 
Nagin? 

Mr. Nagin. Absolutely. And today slots are not assigned to cities. 
Senator. Slots are assigned to fin hour of the day on the clock. 

Senator Ford. That is correct. 

Mr. Nagin. Slots for any airline, US Airways, United Airlines, 
America West, whomever it might be, let us say at Washington Na- 
tional, in common parlemce, are fungible. And, thus, if there is 1^- 
islation enacted that comes in and, for instance, says, "US Airways, 
you must give up 18 slots at Washington National Airport," as ra- 
tional business people, we are going to make a decision that the 
slots should come from the markets where we have the most mar- 
ginal return. Somebody will lose service. 

And, indeed, that was the purpose of putting this map up here. 
If you look at this map, all those red points on this map, and on 
the map over to my ripit for LaGuardia, are services that we fly — 
US Airways flies — today, each and every day, to small- or medium- 
sized airports, not the Washington National to Pittsburgh, not the 
Washington National to Charlotte, not the Washington National to 
Boston. These are smaller communities. And, I dare say, some 
number of them are in the States of members on this very com- 
mittee. 

Now, we are going to have to make a decision — not a threat, but 
a very painful process: Where do you cut? 

I do not think Mr. Murphy at the Department of Transportation 
or the Secretary of Transportation or the chairman of this com- 
mittee is going to be able to tell us, under current law, nor should 
they, where we pull down service, but service indeed will be pulled 
down. And that goes directly. Senator Ford, to your question as to 
tiie bonds and the facilities at airports. 

US Airways has doubled its cost of doing business at Washington 
National Airport with the new facility. We are very proud of that 
facility. It is beautiful. It works well for us. It works well for our 
employees. It works veiy well for our customers. We are very proud 
of it. We wear it on our sleeve. But it is very costly. 

And the decision to sign agreements that would provide for the 
building of that facility and to agree to have our business plan and 
our revenue stream help fund those bonds was based upon a plan 
that was put in place that would have some certainty, that we 
would know we would be flying to smaller communities and bring- 
ing customers from those smaller communities to National, with 
some number of them coming here to Washington and a good num- 
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ber of them going on to other points. That is what a system is all 
about. 

And this le^slation — and I know the chairman would like to talk 
about the perimeter rule. We are not here to talk about the perim- 
eter rule— our problem is with the confiscation of slots. It interferes 
with the business. It is inconsistent with the commitment we be- 
lieve was put forth by the Government, with the buy/sell rule, and 
certainly is inconsistent with our obligation to serve smaller com- 
munities. Somebody is going to get hurt in the process. 

And it is all the more important to focus on the fact that there 
are alternatives. It is not a zero-sum game. There are 12 general 
aviation slots an hour at National. Now, I ask, what is the hi^est 
and best use of those slots? Is it for one person to come in for a 
corporate event here in Washington or perhaps to go to visit the 
Smithsonian? Wonderful events. But, I dare say, I do not think 
that is the highest and best use. 

Maybe it is to give Mr. Paberman's clients, one of the airlines 
that IS seeking access to this facility, the opportunity to fly. I think 
Mr. Faberman, in his testimony today, said, "Why don't we give 
some of those slots to the new entrants?" US Airways is not op- 
posed to it. We do not think it should be taken from our slot hold- 
ings. 

Senator Ford. Thank you, sir. 

Mr. Babbitt, I listened. You are a former airline pilot, as I under- 
stand it. 

Mr. Babbitt. Yes, sir. 

Senator Ford. What effect — I think we want to get into costs 
other than not being able to fly in and out of my community — do 
you see the withdrawal mechanism would have on existing jobs in 
the industry? 

Mr. BABBirr. Yes, sir. We see it as having a ven[ ne^tive effect 
And it has, unfortunately, a certain multiplier enect in it, in our 
view. And that would come about — and let us use a live example — 
if an existing carrier was forced to withdraw a slot, and that slot 
had been utilized to take service into Washington National, for ex- 
ample — use United Airlines as a good example — they might have 
regional feed from that. If that flight does not come in, that re- 
gional feed will not go out. So it is not just one flight that is going 
to be affected; every one of those regional pilots — and I represent 
many of them — will all be affected. 

Conversely, the other way out. If the flight goes to a rnqjor hub 
or another city, again, the distribution mechanism and the impact 
beyond the economics to the people that I directly represent are 
even further multiplied. Because if that one flight does not get to 
the hub, then the distribution to the 6 or 8 or 10 other cities will 
not occur. And that is where the negative effect multiplies. 

Senator Ford. Well, Mr. Babbitt, I use that system all the time. 
I fly into a hub and ^en into Washington. I fly from Washington 
back to that hub, and then down. And I have to disagree in some 
respects about the jets and the turbos. A jet is much nicer and I 
feel more comfortable — I do not know why—iut there are 50-some- 
odd seats on the commuter jet and roughly 30-some-odd maybe on 
the lai^st tuibo. Some of them are only 19 seats. So if you can 
take this airline and get jet service, that is a plus. And you can 
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put 50 p&stengert on instead of 19 — the airline has got an oppor- 
tunity to brin^ jets in and create activity. 



We have a jet out here now. Some of these cities, they have big 
jets, you know, 67*8, 6Ts, 77*8, whatever 7 they are. Reno would 
late that— rs. [Laughter.] 



But, anyhow, there is just something about that that attracts. 
And I think that Mr. Murphy was right. I think jets will help, the 
commuter jets. I think you ou^t to get into it 

And I want to say to you that when your pilots vote, then you 
will understand whether they are for or against something, will 
you not? 

Mr. Babbitt. Yes, sir. 

Senator Ford. All right. And you are here representing them, as 
of now, in the position they have taken? 

IJtr. Babbitt. Yes, sir. And I again want to emphasize that my 
remarks were directed to, and I Iwlieve I spoke specifically to, the 
points of the proposal that we object to. 

Senator Ford. Yes. 

Mr. Babbitt. And confiscation is the key piece. 

Senator Ford. So I just wanted to help a little bit here. 

Mr. Babbitt. Yes, sir. 

Senator Ford. Mr. Faberman, you have been around for a while, 
the FAA and bo forth, and you were kind of the godfather of some 
of this. Now you are tiding to unravel it. I can understand working 
for Government starting something, and then your expertise is 
available out there. And I am sure that you are doing very well. 

So in your testimony you talk about how unfair it would be for 
a hotel chain not to be able to sell its product in Chicago, New 
York, and Washington. I believe that is correct, is it not? 

Mr. Faberman. That is correct. 

Senator Ford. Is it your view that a hotel that is not in down- 
town Washington, Chicago, or New York should not advertise that 
is serves those ciUes? 

Mr. Faberman. I think some hotel chains are perfectly happy 
serving outside of the city environment. OUier hotel chains feel, tor 
their own business purposes, to compete they have to be downtown. 

Senator Ford. Well, I do not know that they have to be. They 
can still advertise that they are serving Chic^o and Washington 
and New York. So they are in the city limits or suburban area. I 
did not quite understand that. 

But would it be false advertising to suggest that you serve, for 
example. New York if you do not serve La&iardia? 

Mr. Faberman. No. If you serve Kennedy Airport, obviously, you 
could advertise that you were serving New York. 

Senator Ford. OK, that is fine. So that helps a little bit. 

Can you tell me if Southwest advertises that it serves Wash- 
ington through BWI? 

Mr. Faberman. I am not an expert on Southwest advertising, but 
I think they do say that they serve the Washington-Baltimore area. 

Senator Ford. I think that is true, yes. I think that is true. 

Do you think it would be unfair — let us go — ^you know, we have 
heard a lot about 125,000 hotel rooms. That is bigger than my 
State. But do you think it would be unfair for me to say to the 
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other hotel in downtown Washington to throw out 10 percent oftr< 
your customers because I want to move in? 

Mr. Faberman. I think, Senator, if the reason that those hotels 
were there were because of a Government regulation that ^vei 
them that space fbr free, then I do not think it would be unfair tc» 
say we are going to take away some of your proper^. 

Senator Ford. Yes, but nave not you been signing contracts 
based on the construction of that property and that long-term fi- 
nfincial effort is all based on what the Government proposed at the 
time, and then you turn around and say, "Hell, it is the Govern- 
ment's and we want to tear down the hotel or we want to give part 
of that to somebody else;" it just does not seem reasonable. Ana we 
are talking about taking 10 percent of 183 slots at National and 
saying that we are ^oing to give those to somebody else, but yon 
have to continue serving small communities. 

So you are supporting a bill that Government — ^you are trying to 
get Government involved again, and saying that you have to get in, 
one; and, two, we will serve wherever you tell us to serve. 

Mr. Faberman. Senator, I read the biU as saying that 

Senator Ford. That is the reason we have discussion; I read it 
different. 

Mr. Faberman. I understand — that you would not lose slots that 
were being used to serve small communities. And, therefore, to a 
carrier like USAir, that it mi^t not lose as memy slots, perhaps, 
as a carrier that was not serving small communities. 

Senator Ford. But the purpose here is to serve small commu- 
nities, and there are not many of them that cannot say that they 
serve small communities. 

Mr. Faberman. I understand that. 

Senator Ford. OK And there is one thing: If you take a slot 
away from some airline and that jeopardizes a hub or something 
they are going to move slots around. Because, as US Airways sa0 
just a moment ago, the slots are time. They did not tell you wheth- 
er to fly a Ford, a Chevrolet, or a Plymouth in there. They just said 
that its time is mine and we fly that there, and that is it. 

So they have to look at the business bottom Une. It worries me 
where we are going here. And I cannot help it. And I am frus- 
trated. And when my dad brought me up, when in doiUit, don't 
And I doubt this bill, so I don't. [Laughter.] 

Senator Gorton [presiding]. Mr. Nagin, I take it from your sev- 
eral answers that if we found additional slots at Washington Na- 
tional, either by creating them or by taking them from general 
aviation, you would have no objection to limiting their availability 
to new entrants or to airlines that only had a minor presence here 
at Washington National at the present time? 

Mr. Nagin. We have no problem about competition, and wha^ 
ever is deemed appropriate. Now, some may say US Airways' voice 
rings hollow if we say take it from general aviauon, but do not take 
it from us. But you have to ask yourself about the system of air- 
ports we have in this area. It is a system. Two of them are oper- 
ated by the Metropolitan Washington Airports Authority and the 
other one in Baltimore by the State of Maryland. I mean, there is 
a process that the local politicians, if you will, have made a deci- 
sion, more or less, how operations would occur. 
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Senator Gorton. No, no. I understand that fully. But the point 
is, if new slots are found that are not taken from any existing air- 
line, you have no objection to them being limited to new entrants 
or to existing airlines that have only a minor presence here? 

Mr. Nagin. None whatsoever. 

Senator GoRTON. But you have said, at the same time, that if 
you lost any of your present slots, it would cause you to have to 
give up some of uiose lines that are red lines there. 

Mr. Nagin. That is correct. 

Senator Gorton. Does that mean that it is your view that US 
Airways has the absolutely ideal number of slots at the present 
time? It would seem to me that that logic would cause you to say 
that vou ought to be able to get any new slots at Washington Na- 
tional because you could then provide service to more cities or bet- 
ter service to the red cities that you are serving now. 

Mr. Nagin. We believe we can do an even better job with more 
slots. Of course, we would like more slots. We think we would pro- 
vide an excellent level of sei^rice. US Airways is a company that 
has struggled over the years. We are now in a position, we believe, 
to grow and be a real competitor. 

Senator Gorton. So it is simply politics to say that it would be 
OK to give these to others; you really think in your heart of hearts 
that you would probably do better with them than new entrants 
would? 

Mr. Nagin. Well, I think that is probably a decision for somebody 
else to make. I mean, that is certainly the policy that you should 
be talking about here. The last thing we want to do is oe painted 
as being anti-competitive. We are not. 

Senator GoRTON. I note, just taking one red line that is about the 
same length as one black line, and the red line I have picked goes 
to the city in which the former chairman of this committee lives — 
Charleston — and the black line of about the same length I am look- 
ing at goes to Boston. Am I more likely to be able to get a good, 
low, discounted rate flying on your airline to Boston or to Charles- 
ton? 

Mr. Nagin. It is in the eyes of the beholder as to what tiiat good 
rate is. If you look at the pricing schedule — and if you allow me. 
Senator — we have a certain number of seats that we do reserve for 
a walk-up fare for business people, who are non-discretionary trav- 
elers, who do not want to plan a Saturday night stay, who wfuit 
to have the flexibility of changing their schedule, and a whole host 
of otiier things — t^ose fares are going to be higher. But on that 
same plane, we will have several seats that will be allocated for 
people who have a more flexible schedule and who are budget-con- 
scious. 

Senator Gorton. And I have as good a chance of getting one of 
those to Charleston as I do to Boston? 

Mr. Nagin. Hopefully you would. It depends on the size of the 
aircraft and the demand and the time of day — a whole host of fac- 
tors. And that is why companies like US Airways are now pro- 
moting E-Savers, where people with their own computer setups can 
search the Internet and find some great bargains that are avail- 
able. 

Senator Gorton. Do you have any competition to Charleston? 
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Mr. Nagin. No. Not through Washington. 

Senator Gorton. I mean m>m here. 

Mr. Nagin. No. 

On the other hand, I thought it was interesting, if you will allow 
me, that we have the congressperson from the Rochester area, who 
talked about the inability of competition. And 1 thought it was in- 
teresting — if we look at all the applications that are being made for 
service to a community like Rochester, and we look at all of the slot 
applications requests that were maae — that the DOT just acted 
and issued 31 slots last Friday, a good number of them to 
LaGuardia, and no one filed for Rochester. 

Additionally, Southwest — we have heard discussion about Balti- 
more, how they advertise that as Washington. Southwest has a 
mojor presence in Chicago at Midway Airport. They certainly could 
fly Chicago to Rochester and, I presume, do a very effecbve job, 
most likely at prices lower than the fares that are being charged 
either by American or United, who currently fly that route into 
CHare. They choose not to do so. And I think that is instructive 
in terms of the economics of our business. Airlines choose to do 
things for a whole host of reasons. 

And, certainly, any of the airlines could have gone in and asked 
for a slot If our fares fmd American's fares and United's fares and 
Delta's fares are so high in Rochester, that must be a ripe market 
for picking off. 

Senator Gorton. I would tike to give this a good filibuster right 
now, but I just want to Imow whetJier it is your position that prices 
on US Airways — that I am just as likely to be able to get a pro- 
motional fare at, say, the 20 cents per mile Mr. Rowen was talkii^ 
about, on US Airways between pairs of cities which you serve alone 
as I am on pairs of cities in which you face very hot competition. 

Mr. Nagin. Hopefully those seats would be available and we 
could respond to consumers like you with pricing that is appro- 

Eriate. But if you are a walk-up business person — ^it is going to be 
idler. 

Senator Gorton. I guess the answer to my question is yes, that 
the per-mile charges on US Airways are approximately the same 
to cities that it serves alone as they are to cities in which it has 
conipetition. 

Mr. Nagin. Yes. And if you look at the fare studies that the DOT 
is doing, they are saying that fares probably are hi^er at Pitts- 
burgh and places like that. But what their study does not show is 
that there are also plenty of seats that are available at lower fares, 
that you are asking about, Senator. 

Senator Gorton. One question for you, Mr. Murphy. What small 
markets does United serve from Washington National? 

Mr. Cyril Murphy. From Washington National, I think the only 
cities we serve are Chicago and Miami. There mij^t be one more. 

Senator Gorton. You do not serve any small cities? 

Mr. Cyril Murphy. Not from National. We have a very limited 
number of slots at National. 

Senator Gorton. I will turn this over to Senator Rockefeller. I 
cannot avoid the comment, Mr. Rowen, with respect to antitrust ac- 
tions. With an attorney general, who could not find her shoes un- 
less she was told where they were in the Washington Post, you are 
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not likely to find someone finding noncompetitive activity in air- 
lines. 

Senator Rockefeller. I thought that was pretty good. 

Thank you, Mr. Chairman. 

Just two questions I have. We talked earlier about what would 
happen if, from the point of view of US Airways — which has been 
through very, very tough times and has shaped up remarkably in 
the last several years and, I agree with you, is poised to really take 
off now and to compete anywhere it wants — ^if this bill were — no, 
let me put it this way. There would be some who would say that 
this bill would threaten to withdraw exemptions irom perimeter 
rules and also that they would withdraw slots. 

Now, I discussed with an earlier panel the almost inevitable con- 
clusion that if that were to happen — and it is the judgment of this 
Senator that it would — that US Airways would simply have to take 
some of those red lines out of West Virginia and put them into 
areas which would do better financially for the airline. Is that not 
correct? 

Mr. Nagin. Senator, I could not say it would be West Virginia, 
but certainly it would be cities or communities like those found in 
your State and other States similarly situated. It would all depend. 
If it is a lottery they are pulling out, maybe we get lucky. But that 
is a big risk to take. 

Senator Rcxscefellbr. I understand that. And it was not just 
West Virginia. It was places like West Virginia, which, in a sense, 
I am trying to speak on behalf of. 

And I want to reinforce that, Mr. Chairman. I think it is an inev- 
itable conclusion. And you have to understand — I mean, the State 
of Washington — Seattle, Boeing and all the rest; it is in a very, 
very different situation. And I do not need to give you a lecture 
about West Virginia; you do not need a lecture at all. But we are 
really up c^inst it on this. And I honestly do believe — and in fact, 
we are dinerent from Kentucky that way. We are different from 
Virginia that way, even though southwestern Virginia and eastern 
Kentucky are very much like we are. Southeastern Ohio is very 
much like we are, but Ohio as a whole is not. 

I really do believe that there are a lot of areas in the Appa- 
lachian and the rural parts of this country that face a future which 
is going to be radically different if we somehow do not make this 
air transportation business fair. And one of the things that was 
mentioned is this question of regional jets. Regional jets are, I 
think, potentially a marvelous answer. I think you mentioned it, 
Mr. Faberman. 

Although it was interesting to me that in all of the discussion by 
the four gentlemen to my leftr— to the left of the gentlemen from US 
Airw^s — that when you were discussing places d»at you might fly 
or places that you do fly other than Reno— if that stands for the 
city — everything was Atlanta, Boston, Washington, Chicago, San 
Francisco. There was never a mention of anything except somebody 
who let fly with the word "Chattanooga." And I think that was to 
prove another point entirely. But that is mv worry. 

Now, let us suppose that direct jets really get going'- 50 to 75, 50 
to 70, 50 to 60. It does not make any difference. They are a terrific 
alternative for States like my own and areas like my own. I can 
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see US Airways getting into that I can see, throu^ the recent ef- 
fort of American Airlines, through American Ea^e, to send direct 
{'ets from Charleston to Chicago. 1 mean, if they can do it — ^this was 
tig news in West Virginia, this was historic— that portends quite 
a different type of future. 

Now, what I want to ask you is, is there anything in this bill — 
I am aslung each of you — that would preclude the development of 
regional jets as you understand it? 

Mr. Nagin. None that we have seen, Senator, other than the 
slots associated with activities. If slots are removed, those would be 
slots for regional jets or jets. It would not discriminate between the 
two. The slots would be eone and service would be impacted. But 
there is nothing that precludes the utilization of regional jets. 

Senator Rockefeller. But if there is the withdrawal of slots, 
then you are saying that that could have an effect? 

Mr. Nagin. Well, let us say that US Airways had a r^onal jet 
operation through one of our express carriers from point A to pomt 
B, and point B was Washington National, and that service was the 
low person on the totem pole in terms of the food chain that has 
been discussed. I mean, that flight, conceivably — ^if the slot was 
lost — would be canceled and service to that community, notwith- 
standing the fact that a regional jet, which is a very efficient air- 
craft and very popular with passengers, was being utilized. 

I might add, our Eigreement with our ALPA unit at US Airways 
has specific language with respect to regional jets, which not oi^ 
protects the pilots' interests on our property that belong to ALPA, 
out also the company in the communities we want to serve. So it 
is a very exciting prospect, indeed. 

Senator Rockefeller. Mr. Babbitt. 

Mr. Babbitt. No, sir, we do not see anything that would conflict 
As a matter of fact, you niight even open the possibility or Uie op- 
portunity of additional, dif^rent types of slots, where you would 
limit the number of slots that you currently have to existing car- 
riers, and provide, because these regional jets offer 

Senator Rockefeller. Upgrade? 

Mr. BABBnr. Yes, sir. 

Senator Rockefeller. That is interesting. That is very inter- 
esting. In other words, you think that there could be made a cat- 
egory of slots which would only be made available if it was an up- 
grade for a specific purpose? 

Mr. Babbitt. That is certainly an alternative. But what I was fo- 
cusing on was the operational capability. Some of these re^onal 
jets are capable ^f using other runways. For example, at National 
Airport, there is a shorter runway that — oftentimes, the larger air- 
craft, ihe 727'a, the 737's, the 757'8, can only use a limited number 
of runways. But a regional jet, under certain operational condi- 
tions, could use a runw^ otherwise not capable of being used, and 
thus provide additional service without impacting the ouier flow to 
the airport 

Senator Rockefeli£R. Thank you, Captain. 

Mr. Paberman. 

Mr. Paberman. Senator, the bill would not preclude use of re- 
gional jets. The only question would be who would use them. And 
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without the bill, the only people, the only airlines that could use 
those jets would be the incumbent carriers. 

Senator Rockefeller. Yes. What I actually wanted to ask you 
was in your startup — new airlines and their service areas — did you 
ever come close to making a decision to have somebody ^o to West 
Virginia or to eastern Tennessee or southwestern Virginia, or 
something of that sort? Because ncdjody does come. 

Mr. Faberman. Well, one of the slot requests that was granted 
was for Knoxville. There are a number of other slots requests on 
the table for small cities, including; Myrtle Beach; Melbourne, FL. 
I mean, there are a lot of small cities where applications are in. 
I think the answer — ^I mean, basically, if these carriers can start 
some service on the east coast, they will be able to multiply that 
service, and they will look at other, smaller markets. 

Most of the requests are from smaller and medium-sized cities. 

Senator ROCKEFELLER. Let me ask a wrap-up question, since I 
have the red light already. 

So the five of you think that there is a public policy question of 
service to all areas of the country within the same philosophical 
basis as universal service in t^e telephone system? And that is, 
some pay more, some pay less, but it is deemed in the public inter- 
est that everybody be able to connect with everybody else. Now, 
without tTving to force that comparison too much, do you ihink 
that it ought to be a matter of public policy that rural areas, under- 
served rural areas, or entirely unserved rural areas with airports 
oufdit to be included in the thoughtful consideration of public pol- 
icy? 

Mr. Nagin. Well, on behalf of US Airways, Senator, if you would 
allow me, there is no reason to deny the benefit of air transpor- 
tation to anybody. And hopefully, our national conscience, through 
the Congress, could see fit to reexamine Essential Air Service on 
that issue. 

Senator Rockefeller. But do not you a^ee that it probably 
would have to be public policy that would mute that intervention? 

Mr. Nagin. Indeed. 

Mr. Cyril Murphy. Senator, I would not agree with that. And 
I would also disagree with some of the other comments on the im- 
pact of this bill. I think t^e impact of this bill could be very nega- 
tive with respect to the deployment of regional jets, because the re- 
gional jets that are in the process of being acquired, are largely 
being acquired by the same carriers you are proposing to take slots 
away from. 

Senator Rockepblu:r. Yes. 

Mr. Cyril Murphy, Those regional jets are designed for smaller 
communities. And if you take me slo^ away, we are going to con- 
tinue to operate our airplanes to the larger communities and the 
smaller communities are the ones that are going to take the hit. 

As far as the public policy proposal that you are talking about, 
I think this conversation today has been severely limiteaby the 
concept that we are talking about a zero-sum game. This is not a 
zero-sum game. There is the opportunity, through deregulation, for 
us to have our cake and eat it, too. In fact, for most of the last 20 
years, we have been having our cake fmd eating it, too. We have 
seen new entrants. We have seen a Southwest growing and ex- 
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panding rapidly throughout this country, at the same time that the 
m^or carriers nave been developing and growing rapidly their ovm 
network of services. 

There is nothing that automatically precludes a network oper- 
ation and a point-to-point operator operating from the same cities. 
In fact, I will give you Qie example that ia 

Senator Rockefelu;r. Actually, I do not want to hear it [X<aug^- 
ter.] 

Because your thing of having your cfike and eating it, too, when 
I consider the condition of West Virginia, meikes me so mad tliat 
I am just willing to stop the questioning right now, since I am al- 
ready over my time. 

Thank you, Mr. Chairman. 

Senator Gorton. Thank you all very, very much for your attend- 
ance. 

Senator Ford. Mr. Chairman, were you talking about the Attor- 
ney General of the United States a few moments ago? 

Senator Gorton. Yes, sir. 

Senator Ford. I think Uie gentleman made a mistake. And I 
think the rule of 16 ou^t to apply here in the committee. 

Senator Gorton. Thank you all very much for ^our participation. 
It is greatly appreciated and helpful to the committee. 

[Whereupon, at 6 p.m., the hearing was adjourned.] 
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APPENDIX 

PSBPAKKD STATKMENT OF HON. SiUI BROWNBACK, VS. SENATOR FROU KANSAS 



* on thi* autuect. 

Cleariy, it ia imperative that an anti-oompetitive environment is not allowed to 
eziat in precisely tne airports that are among the most heavily traveled. The GAO 
has documented thst the availability of alota ia an impediment to new entrant* into 
these markets, and I applaud Senator McCain's willingness to take on this difficult 
issue. I also applaud the Department of Transportation's decision last week to make 
more skts available to carriers as an immediate measure to improve access to slot- 
controlled airports. 

I want to state, however, that I am concerned about any unintended consequences 
of this legislation. F^rst of all, I want tn ensure that service is not adversely im- 
pacted in smaller airporta through the hubs that subsequently connect to the slot 
controlled airports. Moreover, while this bill addresses only the allocation of slots 
among commerdal airlines, I want to ensure that any proposal to reallocate slots 
among them does not have an unintended negative impact on general aviation. 

I consider these points paramount, and before I can support this legislation 1 need 
aaaurances that these negative repercussions will not occur. I look forward to work- 
ing with the Chairman to ensure that my concerns ore addressed sa the legislation 
moves forward. 

I hope the testimony of the witneaaes today will be able to address some of my 
concerns and that their expertise will guide us to a solution that better ertsure that 
competitive flourishes in the airline industry. I look forward to hearing their t«sti- 



that barriers sudi as limited takeofT and landing sbta at uie four high density air- 
ports as well as lack of gate availability at other airports were limiting competition 
in key domestic markets. The third principal conclusion of the GAO report was that 
Oie perimeter rule at National Airport constitutes a federally imposed barrier to 
competition. You have told me time and again over the years that you ere unwilling 
to take a position on the perimeter rule issue, obviously an issue of enduring impor- 
tance to me. Today I aak, why would your October 1997 report not even mention 
the perimeter rule in the section where you simply reiterate the GAO conclusions? 
You reference gate availability, yet your report does not go on to discuss that issue. 
Answer. Congress directed the Department to report on actions it had taken dur- 
ing the year to address anticompetitive practices. As you note, the Department has 
remained neutral on the perimeter rule and it therefore was not an area where the 
Department took action and was outside the scope of that report. Even the October 
1996 GAO report recognized that changes to the perimeter rule were in the purview 
of Congress and it did not recommend that DOT act, but rather that Congress con- 
sider dnanging the rule. With re^ud to gate availability, in its formal response to 
the October 1996 GAO report, DOT did not concur with the GAO recommendation 
to tie FAA airport grants to gate availability for nonincumbents. Instead, the De- 
partment said that the gate access issue would be better addressed on a case-by- 
case basis when probiems are brou^t to our attention. No allegation of gate avail- 
ability problems arose during FY 1997, so no discussion was included on this topic 
in our report to Congress. 

(129) 
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Question 2a. We had a hearing earlier in the year on domestic aviatian eompeti- 
tioD, at whidi the Department testified. This hearing waa intended to fallow u;^ on 
that hearing, apediically to discuss legislation that has been drafted on the aul^ject. 

Were yoa consulted on the legislation that I drafted? 

Answer. Yes. We had received a draft of the proposed legislation several days be- 
fore the hearing. 

Quotfon 26. In conaultationa, have you not suffiested that my elTorts were com- 
plementaiv to those the Department is undertaking, or at least talking about under- 
taking, on its own? 

Answer. Yes. But sudi views are informal and not neoeasarily those of the admin- 
istration. 

Queatian 2e. Have any of your suggestions been incorporated into the draft? (Fra' 
exaff^Ie, Pat Mun^ suggested that we incorporate a date (7/1/97) beyond whidi 
the buying and selling of slots would not make them ineligible for wkhwawal — car- 
riers were indicating to him that a flurry of buying and selling activity was a way 
to game the legislation to protect their slots.) 

Answer. Yes, I beUeve some of our technical drafting suggestions have been incor- 
porated. 

QueiUon 2d. Were you not asked specifically to address my legislative prapoaal 
in your testimonj^ 

Answer. Yes. But, the proposal was only a draft. The Departntent, after coordi- 
nating with other interested units of the adminiatration, can take a formal poeition. 
on legislation that has been introduced. Aa a general matter it is not possible to 
take such a position on draft legislation, espedally on short notice. 

Question 2e. Why, then, were you not prepared to address this l^islation todaj^ 

Answer. As explained above, it is not possible to develop an adnunistratwn paei- 
tion on draft legislation on short notice. 

Question 3. fn your testimony, you stated in part that it is up to Congress to de- 
cide whether to modify long-standing arrangements, such as the perimeter rule at 
National, l^is Congressperson has spoken on that issue. What are your conunents 
on my proposal? 

Answer. The Department has diosen not to comment on changes to the perimeter 
rule because the rule now represents a balancing of various interests that haa b^a 
developed by Congress over an extended period. While the Administration is not 

6recluded from commenting on legislative proposals at any point, we believe that 
le predominant concerns in this case lie with Congress, eau that we do not have 
a substantial policy basis for commenting on your proposal. It is for this reason that 
Congre — ■- --^= i.-.i. -r . , .... ... 

ana Kennedy at no cost. As a result, those carriers may use the slots forever, ana 
can sell them or lease them and keep the funds they receive for those transactions. 
Is that accurate? The GAO has stated that slots are not readily available for pur- 
chase in small numbers. Do you agree? Haven't moat slot transactions been part of 
laiger deals? 

Answer. Carriers were initiallv awarded the slots they held on December 16, 
1985, subject to the proviso that slots could be withdrawn based on a lottery number 
assigned to each slot for use in essential air service and international service. Also, 
there waa a one-time withdrawal of slots for new entrants. The original slot holders 
were free to buy, sell, trade, or lease the remaining numbered slots to others. It is 
our understanding that today there are very few carriers willing to sell slots, al- 
though leases are fairly common, particuiarty at LaGuardia, and many are for terms 
of several years. It is also true aa you note that the majority of slot transactions 
in the past have been part of larger deals. 

Question 5. In 1980, Secretary Goidschmidt withdrew slots from Incumbent car- 
riers and provided them to New York Air to start a' shuttle operation. Since that 
date, has any Secretary taken similar steps to provide slots to new entrants? Would 
you agree that the Secretary has the authority to withdraw slots from incundwnta 
and to reallocate them to new entrants? 

Answer. Secretary Goldschmidt's action took place in the era of scheduling com- 
mittees, before the buy/sell rules were established. During that time there were no 
use or lose rules and carriers typically held some slots that they were not using. 
Secretary Goidschmidt directed tne committees to provide slots to New York Air. 
When the buy/sell rule was established in 1985, there was an initial, one-time with- 
drawal of slots for distribution to new entrants through a lottery. Other than that 
one-time withdrawal, provided for in the rule, there have been no other re(tiBtn'bu- 
tions strictly for domestic new entrants. Slots have been taken for essential air serv- 
ice and international service as provided for in the buy/sell rule. We agree that the 
Secretary has the ultimate authority to redistribute slots, but under the existing 
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nlea ha cannot do bo, and ■ revision of die existing rules throu^ the public rule- 
maidng pnccM would be necctMoiv. 

QueituM & In the intenationBl arena, doesnt the Department take Ote position 
thM "Open Skies* must indude access to lite loreian countiy's m^jor au-port^ 
Annt tiw large UJB. carries demanding slots at fbre&n airports? Would you ngn 
an "Open Skies" agreement with the U.K. if they didn't provide slots at Heathrow? 

Answer. The US. does require that our airlines have aocete to sloU in countries 
with open sUea agreements, and we have been sucoessfiil in getting the slots our 
carrien require. Certainly, access to Heathrow is an issue in our current negotiation 
with the United Kinsdom. 

QuettUm 7. Has the Department made it dear that slots are not property ri^ts 
and that they may be withdrawn? 

Answer. The PAA buy^ll lule (14 CFJt. Part 93, Subpart S) makes it clear the 
slots are not property nghts, and mi^ be withdrawn for certain puipases. 

Question 8. Have the large cairien in international route cases stated that they 
will serve certain markets if awarded the route and then after the route is awarded 
diange plans? Have the large carriers stated that if slots rules were dianged, they 
would serve certain markets and then either never serve those markets or dropped 



the maiketa after a short period of time? 

'__. « had insUincea where carriers have not Bone „ 

stated plans in interaational route cases. Likewise, slot rules have oeen dianged 



Answer. Yes. We hawe had insUincea where carriers have not Bone throu^ on 



give carrien more flexibility, but projected services made possible by those changes 
were not provided as proposed. 

Queatim 9. How important is competition and new entiy to holding down fares? 

Answer. The Department's studies show that competition from low-fare airlines 
■nd new entry is the most important discipline on tares in tod^s U-S. domestic 
airiine industry, especially in short- to medium-haul markets. For example, in a 
1996 study of low fare airfine service, we estimated that consumers save $6.3 billion 
per year due to competition from these low-fare airlines and that virtually all the 
domeBtic treflic growth in recent years is attributable to the spread of low-lare serv- 
ice competition. The study also found that, at network hub cities where low-coat car- 
riers do not compete, fare premiums are quite hi^ and are increasing. 

Question 10a. Are slots ever withdrawn from carriers? Have these limited with- 
drawals, some of which are far more substantial than what is laid out in this legis- 
lation, resulted in the dire consequences that the carriers predict in their testimoi^ 
todav and in the arguments that I know that you have heard them cite against this 
lemsiation? 

T^wer. Slots needed for international services have been withdrawn. There is no 
reason to ttelieve that these withdrawals have had dire consequences for the car- 
riers. On the other hand, we also do not know what services were eliminated to 
meet these withdrawal requirements and what the consequences were for pas- 
aengen or communities. 

^tfstton lOb. Is it fair to say that the carriers do not like withdrawals, that they 
have a limited cfTect on their current service arrangements, but that these limited 
withdrawals have never completely undermined a carrier's network? 

Answer. Limited withdrawals in the past have not completely undermined a car- 
rier's netwoik. 

Question 11. Congresswoman Slaufditer and Rochester oflicials have atated that 
airiines tell us that we are a high-tedi area, that we have to travel. Consequently, 
we are supporting low fares in other parts of the country. Do you have any com- 
ments on these statements? 

Answer. We have visited Rochester and have heard first hand of the local situa- 
tion. Rodiester has service from six major carriers, but Rochester is primarily a 
spoke for each airline to its own hub. With the exception of one bw fare airline to 
Orlando there is no competition to discipline price in the predomioantly business 
maiketa in the upper midwest and the east. The city fathers of Rochester recognize 
thf^ attracting new competition is their best hope to get lower fares. 

Question 12a. I have heard that Mr. Murphy has spoken, at least informally, 
about transitioning slots to a lease system, whereby the government would reclaim 
at intervals the more than three thousand slots at the lour high density airports, 
end lease them back to the carriers. The proceeds would remain with the govern- 
ment, rather than with the carriers who currently lease slots that they do not use 
to other camera and then keep the proceeds. 

What to you think about this or a similar proposal? 

Answer. There is merit to the concept of placing a price on slots so that the deci- 
sion to hold a sbt that ia not needed haa a cost attached to it. The Congresrional 
Budget O^ice has proposed on several occasions an even more extensive leasing re- 
quirement as a source of revenue for the federal govemmenL 
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QuegUon I2b. Wouldn't you say that the atot proposals outlined In the Aviation 
Competition Enhancement Act of 1997 are relatively more modest and limited in the 
carrien' eyamf 

Answer. It Is hard to know how the carriers would view the two altemativeB. A 



being handled aa bu^ What about the actions related to your CSS rulemaldng; 
whim I am told that the DOT issued under the statutoiy authmity cited above? I 
know that Ala^a Airiines, for instance, has a number ol significant concerns, and 
that it has been waiting for over a year for some type of reaolution. 

Answer. Aa you note^ our authority to reflate CRSa oomes from Sec. 41712. We 
have recently published in the Federal Recnster fmal rules that deal with the issues 
of concern to Alaska Airlines and others. Throe linal rules were issued and a fourth 
propoaed nile was deferred to be dealt with in a major roview of CRS rules which 



IB underway. On November 6, 1997, we issued s final rule that will pn^ibit each 
CRS (nim adapting or enforcing contract clauaea that bar a carrier Irnm chooslnK 
a level of participation in that ayatem that would be lower than the carrier'a level 



of participation ra any other system. Alaska Airlines and other small airlines had 
aou^t this change. On December G, 1997, two final rules were iaaued. One rule re- 
quires each CRS to oITer one display that liata lli^ts without ^ving all on-line con- 
nections a preference over interline connectiona. Frontier Airhnea had argued that 
this online preference ii^urod ita ability to compete. The other rule bars systems 
from creating displays that neither use elapsed time as a signilicant factor in aeled- 
ing flights from the data base nor inve single-plane (lights a preference over con- 
necting service in ranking lli^ta. This rule addresses complsints by Alaska Air- 
lines, Midwest Express AiHines, and the American Society of Travel Agents. 

Question 2a. In your October 1997 report to Congress on anti -competitive prac- 
tices, the DOT acknowledges that a slot rediatribution could result in a more effi- 
cient and competitive pattern of aei^ce. The roport indicated that the Department 
is evaluating how efiectivelv slots are being usea at each airport. 

Would you recommend that competition legislation that provides for changes in 
the existing slot rules require auch a study before the changes are implemented? 

Anawer. We believe that legislation on slot redistribution would benefit from an 
analysb of how effectively alota are currently being used. 

Quegtion 26. What is your time frame for conducting this study? 

Answer. The stui^y ia just getting underway and is Ukely to be complex. We antici- 
pate it will take 4 to 6 months to complete. 

Question 3a. If I understand what tne Department says in its October 1997 report 
on airiine competition with regard to the competitive imphcationa of computer res- 
ervation systems (CRS), the Department has issued two NFRMs, proposed four new 
rules, and has received and evaluated comments and reply comments. A final dis- 
poaition of proposals dealing with on-line preferences, elapsed time, and consumer 
preferences naa been drafted and is in the last stages of the Department's clearance 

Is n^ assessment accurate? If so, how long have these rules been in the Depart- 
ment's clesranoe process, and when do jrou expect to issue them? 

Answer. The clearance procesa within the administration took several months. 
Final rules have been issued on three and the final disposition of addressing con- 
sumer preferences has been deferred and will be covered in a larger review or CRS 
rules. 

Question 3b. What is the rationale for the Department to have just instituted a 
large proceeding to examine whether all of the existing rules have been effective or 
ahoula be strengthened to further promote airline competition, and to publi^ed an 
advanced notice of proposed rulemaking on September 10, 1997, asking for com- 
ments on whether and how the rules should be changed? 

Answer. The CRS rules have been designed to sunset after five years. This pro- 
vides the diadpline to do a complete top to bottom review periodically. Such thor- 
ou^ reviews are a necessity in tnis technologically d^amic area. An advance notice 
of proposed rulemaking is trie method we have used in the past to begin this review. 

QueiUon 4a. 1 have seen media reports that the DOT believes that if Congress 
imposed deadlines for it to act on specific complaints of predatory behavior in the 
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■iriine induatry, that would make thinga dlilloilt tat the Department because the 
amount of data to be gathered ia enonnaua.* la thia tnie? 

WouIdnX your concema be taken care of by the apedfic pnviaioa in thia lemals- 
Uon that aluwa the Department to extend the 90-day deadline, in easence, if the 
Department requiree additional information? 

Anawer. That ahould allow time for adeouato review. 

Queation 4b. llie Ull alao |dve* the DOT the option to iaaue a reaptmae to the 
com|4aint indfr^'T'y that the Deportment waa unable to make a deterroinatfon n- 
garong the oompUmt before it. 

Anawer. The Department would prefer to malte a vea-or-no determination and not 
have to Rnd we areunoUe to make a determination oecanae of la^ of time. 

Question 5. In your teatlmonv, you 'aasume" that among other thinga caniera 
would tnucally not enter a roanut with fewer than three round tripe a day. Why, 
then, dumt all of the alot eiumptions you iasued on Friday not pn\4de for at leaat 
three round tripe a day for eadi applicant that waa awanled abita to aerve a par- 
ticular maiket? 

Anawer. A three round trip a day pattern ia normally a minimum pattern of aerv- 
ioe in the domeatic airline maricet. In the alot contiuUed airjiorta other oonaider- 
■tiona enter our deciaionmaking. In aonw cases the exemptions add competitive 
aervioe to an exiating pattern oraervice and total aervice will be above a minimum 
pattern. Alao there are a limited number of slot exemptiima that we will be able 
to asaign to add needed service or spur competition. Uaing three round tripa aa a 
minimum patl«m during slot hours would mean aix alota for every market to be 
aerved. Svoi a poUqf would Umlt the number of maiketa and cairiov that could 
be beiwflt«d thmi slot exemptloiia. Puitbemwre, it la poaaible to have eariy morning 
and late ni^ fli^ta oataide of alot controlled hours, allowing additional round 
tripa by camera receiving alot exem^iona. 

Queation 6. In ita 1996 report, GAO atated that althou^ deregulation has spurred 
new entry and intense competiticm in many domestic marketa, the full benefits of 
deregulation have yet to be realized because of problems with acceia to certain air^ 
porta and the cumulative effect of certain marketing Btrat«giea employed by eatab- 
liahed air&tea. Do you agree with that atalement? 

Anawer. "nie GAO report recognized that some marketine strategies, nKh as fre- 
qitent t^cr programs and code sharing, have banefldal enects for the traveler aa 
well aa nmtive eflbcts tar competing carrier* (hat cannot use these iitrategies elTec- 
tivety. On balance, we are iwt van that all marketing strategiea are problematic. 
Given thia <|aaMcation, we generally agree with the GAO Htat«ment. In addition, 
the DepartiDeat beUevea thu more direct unfair competitive activitiea mi^ be im- 
peding the apread of deregulation'a benefita, particularly in the local markets involv- 
big hub airports dominatM by a mtmr network carrier. 

QueatitM 7. What actions has DOT taken to address these marketing strateraea? 
Wnen Hr. Hunnicutt testified before the Commence Committee, he stated thw he 
haa Been evidence of predatory behavkir on the part of the larae carriers. He went 
on to stale that the Department would continue its review. Whet ia the status of 
the review? 

Answer. As described earlier, we have addreased some marketing strategiea 
throu^ CRS rule diangea that limit practkea that tend to favor the lar^ network 
corrieia. We continue to view certain actiona we have seen by some maior oirliiwa 
aa crosaing the line from vigorous to unfair competition, but until recent^ have not 
felt we had an analytical fiamework to adequately delme illegal behavior. After a 
very thorou^ review of this behavior, we now believe we have devekmed andi a 
frameworit and we are preparing a poficy statement that will describe the behavior 
that we believe dearly crosaes the hne. We have analyzed instances where we now 
believe unfair competitive behavior has taken place mduding one instance where 
detailed company records were analyzed to gain a fuller understanding of how and 
why such behavior occura. We have been receiving informal complaints for several 
yearv, but have used informal methods to try to deal with the problem. With our 
policy statement we hope to move to a more formal approodi. We plan to apply any 
new policy on a proapective basia. 

Queation 8. What parts of the country have been hit the hardest by deregulation? 

Anawer. We believe moat regiona of the country have received some beneuts from 
dnegulation, if not fnm tower average fares, then from more freouent, better-timed 
aervice. Some have benefited much more than others. The benefits from deregula- 
tion are greatest where competition haa fkurished. In general, markets in the west 
and across the soudi have done the best, particularly from the point of view of lower 
average fares. That leaves Appalodua, the northeast and uiqier midwest as having 
the leaat fare benefita. 
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QufUon 9. You have made a number of epeechei in which you have stated that 
there are few new carrien and none in the pipeline. Is that aocurate? Whj'? 

AnawBT. As of the date of thfai hearing we had only one recently filed application 
pmding Ibr new domostic sdiedukd pasaenger jet Bervice. We believe there are sev- 
eral reaaoBs that new entry applicauont have neariy stopped. One probably haa to 
do with the improved prosperitv or existing carriers whlA nas tended to reduce the 
availability of used aireralt and led to a u^ter labor market. A second reason has 



tive efforts to keep new entrants from getting a big^r fooUiold in Iheir domestic 
maAeta, thereby aissuading some who midit nave wished to compete (rem tniing. 

Queatton 10. Do you agree that airfans have incTeaaed significBntly this yea^ Do 
you agree that those hit hardest by those increases are thime Uving in small and 
medium communities? 

Answer. TIm data do not show that air feres have on average increased this year. 
For example, the average domestic fare per mile for the ms)or U.S. airlines was 
down 0.6 percent for the 12 months ended September 1997 compared to the same 
period a year eariier. If a4justed for inflation, the decline would be even greater. 
While fares on average are going down, there are other trends behind those aver- 
ages that are moving in difTerent dii«ctions. We have read a great deal in the press 
about business farea going up, which we assume is accurate. Going in the opposite 
direction, we know in mantels where low fare new entiy occura, fares go down dra- 
matically. However, the data needed to assess fares I^ city size beyond the fint 
quarter of 1997 will not ba available for aome tim^ so we cannot confirm that small 
and medium communities have experienced a diflerent trend in average fares thia 
year than lamer cities. 

Qttta&on 11. la the Administration reviewing the steps taken by the large carrien 
to increaae fares and reduce travel agency conuniasions? Are you looking at whether 
carriers s^naled to each other before these actions were taken? 

Answer. No sudi review is underway at the Department of Transportation. We 
have receivad no formal complaints that the industry has colluded in violation of 
the antitrust laws. 

Question 12. What percentage of slots do new entrants hold at hi^ densitv air- 
pots? fflnce 198S, how many new entrants have obtained hi^ density slots? Is it 
true that foreign carriers hold approximated 2-3 times more slots thsn new en- 
tnmU? 

Answer. Since 1986, the start of the buy/seU rule, the following U.S. new entrant 
carriers obtained slots or Umited incumbent carriers increased slots at the following 
airports: 
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Data on the muketa that were aerved by thew cairiere usin^ these alota are not 
ieadi]y available. Certain tranaactioiu involving commuter camera, complex slot ar- 
rangements, or sitaatioiis where thnre was a doubt about a carriei's inclunon in the 
new entrant or limited incumbrot catcgoiy have been omitted. 

Based on the above lirt orcairiers, new entranta and limited incumbents are esti- 
mated to have operated six to ei^t percent ot the total domestic dots at hj^ den- 



_ ._ __ ,__ „ , Efntiy Con- 
tinue to Limit Competition in Several Key Domeatk Maric^, Octc^r 1996. 

A comparison or new entrant slots with foreign carrier slots is somewhat mis- 
leading since Toreign carriers generally hold slots in a diflerent manner than U.S. 
alriinea. Some foretni carriers may have an arrival and a departure slot on Monday, 
Wednesdsor and Pnday only while a U.S carrier would have one arrival and one de- 
parture slot which would be elTective for all seven davs of the week. Moreover, there 
are virtually no foreign operations at LaGuardia or National. 

Question 13. When slots were grandfathered, did carriers pay for them? Have 
laige carriers sold slots to other large carrien? 

Aiswer. GrandTatbeied sbts were not paid for, unless one considers the large in- 
vestments made b^ incumbents in developing the relevant markets and airport fa- 
cUities. Large carriers have actively bought and sold alota to each other since Uw 
buy/seU rule was adopted in 1986. 

Question 14. For a carrier proposing to serve a hi^ density airport th>m a small/ 
medium maiket, what options does that carrier have to obtain slots? 

Answer. Tliere are many small and medium sized communities getting service to 
hi^ density airports, but the service is invariably provided by a code sharinA aflil- 
late of B large incumbent airline at the hi^ density airport. Currently, unafluiated 
carriers have virtually no realistic opportunity to purchase slots. 

Question 15. DoeBn\ a der^:utat«l environment envision open maikets? Can you 
have true deregulation when some of the nation's most important business maneta 
are dosed? 

Answer. It would be far better for open competition if we did not have slot cmi- 
trolled airporta. Ihey exist because in uie past the demand for service to important 



beyond their original intent to limit d^ya and any attempta to change thue r 
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win be acquired by American, United and/or Detta. 

De you agree with this scenario? 

Answer. Consolidation rumors have persisted for years. We have learned that it 
la not possible to know which rumors, if any, are true. Recent press reports, how- 
ever, have made it clear that Continental and Northwest are discussing some con- 
aolioation. 

Question I6b. Have you thou^t about its competitive implications for domestic 
aviation? 

Answer. Any nu^r consolidation could veiy well reduce competition. A wave of 
oonaolidation could be inconsistent with the objectives of deregulation and the anti- 
trust laws, "nie Department of Justice would review any major consolidation regard- 
ing its competitive WpUcations. 

RESPONSB to WbTTTKN QUESnONS SUBHITTBD BY HON. JOHN McCaIN TO GAO 

Question 1. Are slots ever withdrawn tknm carriers? 

ia) Have those limited withdrawals, some of which are far mora Bubstantial than 
irtiat is laid out In this legislation, resulted in the dire consequences that the car- 
lien predict in th^ tastimony today and in the arguments that I know that you 
have heard them cite against this legislation? 

(b) la it Eiir to aay uiat the earners do not like withdrawals, that they have a 
Unoited eflect on thev current aervice airangements, but that these limited with- 
drawdis have never completely undermined a carrier's network? 
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Anawer. To mitigmte nme of the anticompetitive efTects of 'grandfathering' in- - 
cumbent airlines' uot allocationB following the der^ulation of the indurtnr in 1078, 
FAA withdrew about percent of the air carrier slots at LaGuardis, D'Hare, and _ 
Waahin^n National, and distributed them to new entrant and limited incumbent . 
air earners in random lottery drawings in March and December 1986. (Certain 
slots — audi as thoae servinB international fl^ts. Essential Air Service, and those 
at Kennec^ International Airport— were not included in this lottery.) The with- - 
drawal created a pool of 152 slots (out of a total of approidniately 3,800 domesldc 
air carrier and commuter ilots that wen available then) to be reallocated, including - 
■lots from eadi controlled hour at each of the three airports. 

It would be difficult to characterize the results of that first lotteiy as b«ng detri- 
mental to the incumbent air carriers. Of the 1G2 slots made available to new en- 
trant and Umited incumbent air carriers, only 13 were still controlled by those car- 
riers in 1990. The major airlinea actuallv increased their alot holdings later after 
ourchaaing slots that had been distributed in the lotteiy and after mergers with air- 
UCBS receiving such slots. 

We have not analyzed changes in the air carriers' netwoilcs following the slot lot- 
teiy. Althou^ a few individual communities' service may have chaMed for the 
worse in the short run, it seems verv unlikely that the carriers' networiu were un- 
dermined or damaged in some way becauee Uie number of stota held by those car- 
riers increased over time, as noted above. 

JUcsfion 2. Congresswoman Slau^ter and Rochester ollicials have stated that 
ines tell us that we are a high-t^h area, that we have to travel. Consequently, 
we are suopoiting low fares in other parts of the countiy. De you have aqy oom- 
ments on uiese statements? 

Answer. Cleariy, not all communities have benefitted from der^ulation's promises 
of Improved service at lower costs. As we have often reported, many cities-^tspe- 

^ ■ aupp« 



along with some large communities where one or two carriers domiaaU service at 
a hub airport — have experienced hi^er average airfares since deregulation. 
Not all routes produce the same yield. At the same time, however, not all routes 



impose the same costs on a carrier. DetermininB the extent to which certain hitter- 
yielding routes 'Bubaidize' routes with lower laelda would be impossible without com- 
plete information on the costs associated with those routes. Unfortunately, we do 
not have access to the airline price and cost data that would be needed for such 



rather than with the carrien who currently tease slots that they do not use to other 
carriers and then keep the proceeds. 

(a) What do you think aluut this or a similar proposals? 

(b) Wouldn't vou say that the slot pioposala outlined in the Aviation Competition 
Enhancentent Act of 1997 are relatively more modest and limited in the carriers' 

Answer. In our view, the buy/sell rule for airport skits has been ioelfective at en- 
couraging entry into slot-controlled markets. Our analgia of PAA's data indicates 
that no new entranta have been able to establish service by buying slots; that the 
number of slots sold has steadily declined; and that the slot market is increasingly 
becoming a short-term leasing market, in which major carriers that have accumu- 
lated excess slots lease out rauier than sell the ones tney do not need. 

By albwing a public right— the rirfit to use the nation's airspace— to be treated 
in some respects as a private asset that is not generally available on the open mar- 
ket, the present operation of the buy/sell rule not only restricts competition at the 
four slot-controlled airports, but can impede competition throughout the north- 
eastern and midwestem United States. 

Leasing slots Ui the airlines rather than allowing them to retain control of alots 
that they weie allowed (« use for nothing is one of several options available to the 
government as a means for opening up the slot market so that permanent entry be- 
oomea easier, and competition greater, at the slot-con trolled airports. We believe 
that leasing would have the advantage both of generating revenue for the federal 
government and of opening up the stet market to new entrants. However, this op- 
tion could involve a mqjor change in individual carrier's balance sheets because car- 
riers may have bought some of their slots and carriers may have made aubstantial 
investments at these airports. Therefore, we believe that the idea would require lUr- 
ther study. 
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than Uie leasing concept noted above, noce the nun^r of eiote invol^d would pre- 
somably be smaller. 

Question 4. At least rinoe 1B90, GAO has discussed various approaches to the 
problems associated with airline deregulation. Lost year. In a report on barriers to 
competition, GAO recommended that alota be withiuawn and aubeequently reallo- 
cated. Why did GAO make a recommendation fbcuied on slots? 

Answer. GACs October 1996 report Airline Deregulation: BaTriera to Entry Con- 
tume to Umit Competition in Several Key Domestic MarkeU (GAO/RCED-97-4) 
analyzed the eHect of several diflerent barriers that hinder con^ietition. We Den- 
walv divided those barriers into either operating barriers that elTectively inhibit 
new competition fhtm serving particular airports (flot controls; long-term, exdusive- 
use gate leases, snd oerimeter rules) and marketing atrate^es (booking incentives 
(or travel agents ana frequent flyer programs) that reinforce a carrier's market 
dominance. 

> promote competition, the report made recommendations that attadied the 



problems presentedl^ Qte operatiiig barriers, focusing on those problcRis where the 
wderal goverament could have a direct and immediate impact. Specifically, we rec- 
eminenaed that the Secretary of Tranaportation (1) create a pool of available slots 



by periodically withdrawing some slots that were grandfathered to the m^or incum- 
bents, taking into account the investments made by those airlines at each of the 
slot-contralled airporlB, and hold a lottery to distribute them in a fashion that in- 
creases competition, and (2) direct the Administrator of the FAA to make an air- 
port's efforts to have gates available to nonincumbentB a factor in PAA's decisions 
on federal grants to airports. Also, the report noted that Congress may wish to 
grant ttie Secretary of Transportation the authority to allow exemptions to the pe- 
rimeter rule at National Aiiport when the proposed service will gubatantially in- 
crease competition. Because the effect of the airiines' various marketing strategies 
are more ambiguous (e.g., consumers benefit with free trips from frequent flyer pra- 
granu), we did not make any recommendations related to them. 

Qusaiion 5. Reco^izing that some small- and medium-sized communities face dif- 
r:_.u: — yiVCh acquiring and maintaining quality air service, what does GAO view 



Answer. Increasing competition t,.„ „ „ _. ^ „ 

■mall and medium-sized communities that have not benefited from fare reductions 
and/or improved service since deregulation will likely entail a range of federal, re- 
gional, local, and private sector initiatives. Since our October 1996 report noted 



above, several conferences have also been held to examine various options. The con- 
ferencea have apurred several initiatives, including (1) outreadi efTorta by commu- 
nities to better mform airlines of local actions to generate economic growth, and (2) 
commitments by corporations to support nonincumbents in markets where one or 
two established^ earners dominate. In combination with such initiatives, commuter 



airtines' growing use of new re^onal jets instead of turboprops has the potential to 
improve the quality of air service in many of the adversely aflected aroall- and me- 
dium-sized communities. 

At the ssme time, we believe that there are no panaceas for the problems faced 
by smalt- and medium-sized communities, and that what woiks for one community 
may not be suitable for another. This is partly because each communit^s problems 
are somewhat unique. Market forces may alleviate one area's air service problems 
but not work as well in another, at least not without additional publicly provided 
incentives. Such incentives could take any number of forms (e.g., state tuc incen- 
tives, guaranteed ticket sales, or modifications to or an expansion of the Essentisl 
Air Serrice program), and come from various levels of government. We believe that 
the air service piTd>lems of underserved communities deserve additional examina- 



Resfonsb to Wrtiten Questions SuBMirrBD by Hon. Slade Gokton to GAO 

QueaUon 1. I have seen reoorts that the four so-called second-tier m^'or airlines — 

Continental, Northwest, US Airways, and TWA— are headed into a consolidation 

Sase. "Hie predictions are that either they will acquire one another, or they will 
acquired oy American, United and/or Delta. 

(a) Do you agree with this scenario? 

(b) Have you thought about its competitive implications for domestic aviation? 
Answer. Since the Committee hearing in late October, the press haa circulated 

stories relating to a deal between two of the so-called 'second-tier' mqor airUnes in 
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which Northwest would purchase a 14 peicent ttoke in ContinenUl and form an al- 
liance that would enable the camera to feed paasengera into each othera' lyatema. 
GAO has not examined the competitive implications of sudi an arrangement for do- 
mestic aviation. 

Question 2. In the October 1996 report in whidi OAO recommended that alota be 
wittidrawn and the perimeter rule modiRed, it identified various other barriers to 
competition. What are some of those other issues that GAO has identified? 

Answer. GAG'S October 1996 report Airline Deregulation: Barri«ra to Entiy Con- 
tinue to Limit C!ompetition in Several Key Domestic Markets (GAO/RCED-47-4) 
BoaWzed the effect of several dilTerent buriera that hindra* eoinpeUtion. We ^n- 
eralqr divided those barrien into either operating barriers that effectively inhibit 
new competition tnm serving particular airports (sbt controls; long-t^m, eoudusive- 
nse gate leases, and perimeter rules) and mariceting strat^es (booking incentives 
for ti«vel agents ana frequent flyer pragrams) that reinurce a carrier's market 
dominance. 

We also noted that code-aharing agreements between airlines and commuter car- 
rien woric to eliminate potential campetitors by forccbaing connecting traflic from 
new airiines that do not have such agreements. As a resultl code-shanng allowa an 
incumbent to strengthen its position st a hub even further. In August 1^0, we also 
reported that the airlines' ownership of the four computer reservation svstems 

SChSb) raises the costs for potential entrants. Travel agents tend to prefer Uie air- 
ine whose CRS they use, which limits the available market for the new entrant. 
We noted in our 1996 report that airlines cited these facton less often aa a barrier 
to entiy than overrides and frequent flyer plans. la part, theae factors have become 
less inuwitant because DOT has sou^t to eliminate any Inas in the listing of flints 
on CBS screens that would favor cotfe-sharing flints or a particular airline. 

Because the effect of the airlines' various mancetii^ strategies are more ambig- 
uous (e.g., consumers benefit with free trips from frequent flyer programs), we did 
not make any recommendations related to them. 

We also believe that the air service problems of underserved communities deserve 
additional examination. Some small* and medium-sized communities, particularly in 
the East and upper Midwest, have experienced hi^ier air fares and worse service 
since deregulausn. Because eadi community's problems are somewhat unique, we 
believe that there are no panaceas Ibr the problems faced by such communitMi, and 
that what woiks for one may not be suitable for another. Horicet forces may ukvl- 
ate one area's air service problems but not worit aa well in another, at least not 
without additional publicly provided incentives. 



Question 1. In your testimony, you tout the benefits of marketforces? Do you sup- 
port eliminating the high denuty rule and the perimeter rule at National, consistent 
with safety? 

Answer. I would first look to the effects of eliminating either the Wi^ Density 
Rule or the Perimeter Rule at Washington National Airport on air service to the 
entire Washington/Baltimore region. If you consider at all three airports together, 
a (^11 range of services, inclucUng low-fare options, are available to the greater 
Wadiiiwton community. National Airport has a limited capaci^ that cannot be sub- 
stantial]^ expanded to meet market demand; allowing substantially mora service 
there would moat likely degrade services throu^ increasing delaya, without pro- 
viding mudi fara competition. 

The Perimeter Rule prasents a slighUy different situation, ^lifting trans- 
continental services from BWl and Dulles to Nidional would reduce the loag-haul 
services at those two airports, with uncertain impact on fares. With National^ lim- 
ited capacity, adding more markets means that capacity in other markets would be 
raduoed. That is likely an invitation for higher, not lower, fares. 

Notably, Stephen Morrison, an economist who claims that eliminating the slot and 
perimeter rules would result in substantial consumer savings, concedes that airside 
and groundside congestion may well result in overall consumer costs that ontwei^ 
the projected savings. Such equivocal conclusions do not lend confidence that elimi- 
nation of the rules would have a net beneficial impact- 

Quesfton 2a. Are slots ever withdraw from carrien? 

Have those limited withdrawals, some of whidi are far more substantial than 
what is laid out in this legislation, resulted in the dira conseouencea that the car- 
rien pradict in their testimony today and in the arguments that I know that you 
have beard them cite against tnis legislation? 
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Answer. We are unawart of any slot withdrawals at National Airport, and the 
PAA has been able to confirm that there have not been anv since 1969, possibly 
none ever. Iliis mokea seiiM given the vahie of the slots to uie air carriers. Under 
ttie exiatinK Hi|^ Density Rule, slots can only be withdrawn for nonuae. By defini- 
tion, any flight canceled because of slot withdrawals would be a fli^t the carrier 
itaelf did not consider important and in an hour for which there were no buyers. 
The major issues for any withdrawal nrooosal are which carriers' slots are with- 
drawn and in what hours, not necessarily tlie total number. 

Question 2b, Is it fair to say that the carriers do not like withdrawals, that they 
have a limited effect on their current service arrangementH, but that these limited 
withdrawals have never completely undermined a carrier's network? 

Answer. It is certainly fair to say carriers do not like withihvwals, particularly 
when they cannot be sure which slots will be taken and how a withdrawal will af- 
fect their service patterns. It would depend on which slots are withdrawn to say 
whether the effect on their current service arrangements would be limited. I believe 
the point the carriers were making was that withdrawal of even a few slots could 
cause them to withdraw entirely from a market that did not have much service to 
National. In any event, I dont believe the appropriate test for withdrawing slots is 
whether the withdrawal would "completely undermine a carrier's network." 

Qutation 3. Congresswoman Slau^ter and Rochester ofdeials have stated that 
aiiiines tell us that we are a hj^-teeh area, that we have to travel. Consequently, 
we are supporting bw fares in other parts of the countiy. Do you have any com- 
ments on uiese statements? 

Answer. Bveiv city in America would love to have low-fare, frequent service to 
Washington or NewYorit, and every city — high teth or low tech — believes it needs 
■nd deserves that service. Rochester is of course no exception. In a deregulated mar- 
ket, air carriers provide services where they can cany enou^ pasaen^rs at fare 
levels that produce an adequate yield. This holds true for low-fare earners as well; 
they will not enter a market unless they believe they can stimulate enou^ traffic 
to make the route pay. 

I have also enclosed a recent Washington Poet article concerning United Airlines 
mariceting. The article demonstrates the veiy real diversity of demand for air tran- 
sitj and that a substantial segment of the market is service, not pric^ driven. 

I do not know enou^ about the Rochester situation to comment further. I would 
note, however, that there are no restrictions on air service between Rochester and 
Washington Dulles, Baltimore/Washington International, or Newark International, 
all three of which provide good access to the markets they serve. 

(Fran llw Wuhiniton Poit. SundiTi Deamber T, IBBT| 



tBr Don Phillipi) 

United Airlines calls them "road warriors,' and they're the most sought-after pas- 
seogen in the air. Road warriors aren't just business travelers; theyre at the top 
of trie air-travel food chain. Sometimes chief executives, sometimes other top cor- 
porate officers, perhaps high-end salespeople, road warriors generally, set their own 
travel budgets and often approve the resulting expense account comlort and recogni- 
tion are crucial to these nigh — mileage travelers. Ticket price is definitely a sec- 
ondary consideration. 

AQ this makes them incredibly valuable to airlines, this elite 6 percent of pas- 
■engeiB who produce a whopping 37 percent of airiine revenue. A mere 1 percent 
increase in United's share of the road warriors' business would produce a revenue 
gain of $200 million. 

"~~d warriors are the pampered class in the air. They almost never have to stand 
"^ ... - ^_ m^^ usually end up in business claas or 

, lone numbers when they have complaints or 
ctkins, and their views are attended to promptly. 

But more important they get respect. Computers immediately tell agents aomeone 
special has arrived at the gate. They are usually recognized on si^t at the airports 
th^ visit most frequently. Often theyll be met by an airline official who wants to 
make sure they are happv. 

Every airiine courts these hi^-yield travelers. But almost a year ago. United 
taundied a new marketing strategy aimed at making United the airline of choice 
for road warriors and other business travelers. These up-mariiet fliers usually pay 
hi^er fares — issues either because they want the extra comfort of hiriier-ctaas trav- 
el or can't plan far enou^ ahead to buy low-fare advance-purchase tickets. 
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An DnaaualW hel^ 53 percent Ot Uniteifs doinestk revenoe slready came from 
bnainess-^rpe wrei, compared with 37 percent for the industiy ai a whole. Now, 
UAL Corp. Chainnan Gerald Greenwald and his troop* want to puah that number 
even hi^er. They're embracing a methodical, wide-raneing program that inchidM 
enhanced frequent-flier benefita, better food better emptoj^ee training, new aina-aft 
aeata, enhanced in-fli^t entertainment, ana more pampering in the air and on the 
ground. 
Farewell to 'Friendly Sidei" 

United's campaign to win the warriora and other hi^-end travelers is visible in 
a Mries of ads now running in national media. The new theme, replacing the old 
"friendly skies" slogan, is "ruing." 

United oflirials Bay the message of the camp is: We lee] your pain. We know we 
haven't done a good enou^ job at ""Hwg air travel pleasant. But we're tiying. 

The compaiv knew it needed to take action to repair its reputatioD among pas- 
sengen. Its customer satisfaction ranking among domestic airlines— measured by 
number of complaints to the Department of Transportation— had sunk b> a miser- 
able No. 7 in 1096, from a not-much -better No. 6 the ^ear before. 

Earlier this year. United assembled focus groups m eight countries, in an effort 
to determine what customers, employees, distributors and suppliers thou^t of the 
airiine industry in general and United in particular. 

The result was an eye^opening shodi. Passengers disliked almost eveivthing about 
flying — personnel, food, attitude and even employee order. To put it oluntly, cus- 
tomers believed they were being lied to on a regular basis by all airlines. Airline 
advertising was viewed as totally divorced from reality. 

"It was a terrible indictment of the industry," said David A. Coltman, United's 
senior vice president for maricetins. 

"People dont believe us. And Uie depth of cynkism is much worse here than in 
the rest of the world." The worst news for United was that customer* didnt view 
the airiine as different from any other. 

'United has no clear position in the market,* Coltman said. He was so taken with 
one executive's comment that he turned it into a slide for presentatioDS he gives to 
analysts and reporters: Triendly skies' is a nice advertising line. That's just the 
point. It's just advertising." 

United set about to change its way of doing business and its image. But fust, it 
needed to know who its customers were and what they wanted. 

The findings were not all that surprising. Business travelers wanted less hassle. 
At the other end of the spectrum, vacation travelers fiKUsed on price. Everyone 
wanted better food and a feeling that someone would pay attention if they com- 
plained. 

United's "customer segmentation study* identified five types of business travelers 
and three types of leisure travelers, each with somewhat different needs. (Those 
ei^t categories are displayed in the illustration on the front page of this section.) 

As United surveyed the 'business -drive" category, it concluded that road warriors 
and 'Blobal travelers" are not sensitive to price and demand service and comfort 
from Uieir airline. "Eager corporate soldiers" and "reluctant corporate soldiers" have 
less choice about travel plans and choices, while "do-it yourself price shoppers* are 
generally smalt-business owners and others who must keep a close eye on the bot- 
tom line. 

Among "personal-driven" customers, the three categories are self-explanatoiy: 
"personal service seekers,* "mile-collecting vacationers" and "pnee-driven 
occBsionalists." Oddly, the statistics for the price-driven occasionalists are almost 
the reverse of the mad warriors: they constitute a sizable 32 percent of all airline 
pBSsengera but contribute just 9 percent of revenue. 

Uung this knowledge, United set about to sciueeze as much revenue as possible 
tnm each market, concentrating on the high-end business market. 

In learning there are eight distinct customer segments, we set about to be certain 
we had eight diilerent customer strategies," said Scott Praven, United director at 
brands and product devebpment. 

United found that the "pillars" of customer satisfactbn are safety, dependability 
and competitive pricing. No amount of marketing or advertising could make up for 
deficiencies here. 

Beyond that, better food was a strategic requirement for all catemries, particu- 
larly coach travelers. A new spirit of honesty and candor wss another. Umted re- 
sponded with better employee and greater honesty in advertising, including listing 
excursion fares as "round trip," not the lower "one-way based on round-trip pur- 
chase.* And a nonsmoker policy was adopted worldwide on July 1. 
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cI m b called Connoisseur Class on United. 

United ainratt. The first newly equipped Boeing 747 emerKed bom 8 haingar in Ala- 
bama last week. 

One segment of United's business-traveler program brake into the news last 
month when the company announced a pilot plan in Des Moines to allow hi^-fare 
travelen to bring aboard two pieces of cany on lumage, while leisure-fare travelers 
were limited to one. The plan sparked indignant reaction. A peeved Sen. Jtihn 
McCain (R-Aris.), chairman of the Senate Committee on Commerce, Science and 
Transpoitation, s^d United believes that a businessperaon is more important than 
a vacationing parant with a child, bebnginga and a diaper bag in tow." 



Coltman said critics are ^nming the gun.' Des Moinea, he said, ia merely an ex- 

^ins plane " — 
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prDcesa and helinns planes run on time. If customers don^, like the result he sai^ 
the experiment willbe abandoned. 



periment aim«d at trying to please all levels of customerB by easing the loading 
J i-^i^i — plaof — " — " — ' »--■■ lii-- .1- - '■ t- - --if 

id can 
But a series of focus groups and surveys have told United that the ad campaign 



resonated with the tar^t group" — business travelers. 

It's too early to t«H whether United's campaign is having an effect, but anecdotal 
evidence and survey results are positive. The assessment oT travel a^nta, often the 



initial signs that busineaa travelers may be responding to tlw United campaign. 

"VnlesB they have United freouent-flier miles, there's absohitelv no loyalty to 
United or any other airline," said Kucera, whose agency caters to bargain -minded 
travelers. Price is the only object, she said: "They dont mind if it's a cattle car any- 



Kuhn said tiiat most of Qie agency's business is with Unitod — and that business 
is, well, risii^. She said her customers are pleased with enhancements to United's 
IliUleage Phis frequent-flier program that oiler more generous awards to business 



for upgrades to first class— aometimea getting canflrmed first-class seats wiien they 
make their reservations. Normally, travelers can't confirm upgradea until 24 hours 
before the fli^t. 

United is ''really cmito pleased" with the program so far, Praven said. Surveys and 
focus groups have shown some movement in the "preference indexes,* he said. In 
the kqr category— "definite intent to repurchase'— United has seen a slight rise over 
the past year, Praven said. 
YUld and Load Factor 

In assessing the United program, the magic words are "yield* — basically (be 
amount of revenue produced by eadi airline seat— and "load factor"— the average 
number of seats filled with passengers. 

Hi(^-paying passengers produce hi^ yields. And a hi^ load factor means that 
more aeato are producmg revenue. The trick is to fill as many seats as possible at 
the hiriiest fare possible. 

Both statistics are up for United. For the 12 months that ended Hardi 31, ito load 
factor was 71.9 percent, second only to Northwest's 73.6 percent. 

^etd, a more important indicaUir for business travel, rose 1.3 percent durinsthe 
12 montiis that ended Oct. 31, while the rest of the airline industivs yield declined 
1 percent. This continued an upward trend for United that stretches back at least 
to 1993. From 1993 to 1996, United's yield rose 4.6 percent while the rest of the 
industry drepped 0.9 percent, 

Danyl Jenkins, a professor at George Washington University who tracks the sir- 
line industry, said United is making all the right moves ' ' * ' ' 

he cautioned that it's impossible to ^tormine how "- - 

be attributed to marketing. 

There are so many things going on right now," he said. 

lliese rising statistics came about even Ihou^ business fares have 
20 percent in the past year. 
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The ftnly thing that aeenu to have been 'rising' ie boiineM fares," said Steve^-^^n^rf 
Loudts, director oi oommunicaUoni for the American Society of Travel Agents. 

Uiu^a aaid airiines should treat business tnivelen well because "tne business^ ai :»jfe 
traveler U bring held hostage to what the airline wants.' 

Jenkins adcnowledged that business fares have never been hi^er. *But it doesnt*-*fK^mi 
matter,' he said. "People are voting with their money.' 

Quettion 4a. I have heard that Mr. Murphy has spoken, at least intbrmally, abautt'K.BiK>«a 
transiUaning slots to a lease nrstem, whereby the government would ledaim at Ln-.*^-' • J 
tervali the more than three thousand slots at the four hi^ densi^ alrporta, an(£>-ec.«sa 
lease them badi to the carrien. The proceeds would remain with IM gDvenunent,i^xv^>m 
rather than with the carriera who currently lease slots that they do not nae to othev^cf^ 
canien and then keep the proceeds. 

What do you tiiink about this or a similar proposal? 

Answer. It is dilTicult to say what would tiappen under Mr. Murphy's sdieme as-^ .^^a 
outlined In the questioni there are many different ways of implementing It. lite Au- mx-^^- ^ 
thori^ does not have a position on who should own Qie slots, or under what finan-.cK-^^^ 
rial terms they are assigned. We would not, however, support an approadi thaV^-^^'*"'* 
would Increase costs to pasBcngera or disrupt esiating service patterns. . 

Question 4b. Wouldn^ you si^ that the slot proposals outlined in the Aviatioic**^^^^ 
Competition Enhancement Act of 1997 are relatively more modest and limited in th^-**"* 



Answer. Tlie answer would depend on how the ridita to lease slots were assigned — ^-^^I^, 

QueatioK 5. What is the competitive benefit of allowing new entrant and limitedft'^^^ 
incumbent carriera to serve fretmently served markets from the hi^ density air — ''%^; 
porta? In otlier words, why is uie proposal to allow them to serve in frequently '■<£>*' -^ 
served mariceta IVom the ibt-contRilled markets just not enoudi? 

Answer. The perceived benefit of allowing new entrant and Umited incumbent car- — "3"' 
riera to serve frequently served markets from high density airports cannot be real- — *^' 
iied unless they can offer enough frequencies to provide a truly competitive service, ^^' 
which is not likely given the slot restrictions, or, in the absence of slots, the overall '' 
limited physical capacity of Washington National Airport. Absent truly competitive "^ 
•ervice, all we would be doing is providing another carrier in the market with a pro- 
tected nidie. The point is this — for a new entrant to have a material competitive 
effect, it must take, or threaten to take, suflicient traffic from an incumbent to ne- 
cenitate fare reductions by the incumbent to preserve its market share, Tliat out- 
come is unlikely when the new entrant has only a few frequencies. Indeed, the more 
likely oatcome is that, in due courae, the new entrants' fares will come closer to the 
incumbents', rather than vice versa. 

^M^ian 6. I have seen media reports that the DOT believes that if Congress im- 
posed deadlines for it to act on BpeciTic complaints of predatory behavior in the air- 
line industry, that would make things difficult for the Department because "tba 
amount of data to be gathered is enormous." la this true? 

Answer. The Department currently has an expedited proceeding for considering 
airport rate cases. Although a very demanding process on the participants, tiie proc- 
ess has worked. I believe the same process could be made to work in predatoiy pric- 
ingcases. 

Questiaa 7a. 1 have seen reports that the four so-called second-tier m^r air- 
lines — Continental, Northwest, US Airways and TWA^are headed into a consolida- 
tion i^iBse. The predictions are that eitiier they wilt acquire one another, or they 
will be acquired by American, United and/or Delta. 

Do you agree with this scenario? 

Answer. I have of course heard of such reports, and recognize that large o 
tlons are a real possibility. It is well recognized diat there are substantial pi 
resulting from spreading "open skies" and the globalization of aviation to e 
international mega-carriera, or at least substantial international alliances. Any con- 
solidations must be closely watched to assure competition is maintained. 

Quettion 7b. Have you thou^t about its competitive implications for domestic 
aviation? 

Answer. As long as low-fare carriere exist and new entrants can be organized, 
however, I believe the deregulated U.S. aviation market wilt pravide price diaripUne, 
even in the face of giants. Moreover, as US Airways is now demonstrating, iriien 
a second-tier mi^or airline is competently managed it can succeed quite i3ce]y in 
appropriate maricet niches. 
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Qutstion 1. What ia the conqietitive benefit of allowing new entrant and timited 
incumbent caniera to serve A«quently served markets fit>m the hi^ denmty air- 
porta? In other irords, why is the propoaal to idbw them to serve infrequently 
served markets from the slot-amtrolled markets just not enouidi? 

Answer. The perceived benellt of allowing new entrant and limited incumbent car- 
riwB to serve fivquently served maricets from hi^ density airports cannot be real- 
iied unlets they can ouer enou^ frequencies la iirovide a truly competitive service. 
whidi ia not Duly pven the slot restrictions, or, in the absence of slots, the overall 
Hmitwi parries] capacity of Washington National Airport. Absent truly competitive 
•ervioe, all we would be doing is providing another carrier in the market with a pro- 
tected nidie. ^w point is tnia — for a new entrant to have a material competitive 
eSiwt, it must take, or threaten to take, sufTicient traiTic from an incumbent to oe- 
cettritate Haro reductions by the incumbent to preserve its maiket share. That out- 
come is unlikely «4ien the new entrsnt has only a few frequencies. Indeed, the more 
Skety outcome U that, in due couise, the new entrants' fares will come closer to the 
incumbents', rather than vice versa. 

Question 2. I iwcve seen media reports that the DOT believes that if Congress im 



poaed d 



t industiy, I 
aUKunt of data to be gathered is enormous." Is thia true? 

Answer, "nie Department currently has an expedited proceeding for considering 
airpoK rate cases. Althou^ a very demanding process on the participants, the proc- 
ess has worked. I believe the same process could be made to work in predatory pric- 



Quettion I. In your testimony, you tout the benefits of marketforces? Do you sup- 
port eUminating uie high density rule and the perimeter rule at National, consistent 
with safety? 

Answer. In my testimony. I did not state the benefits of market forces here in the 
Rochester market l>ecause they simply do not apply. 

Airlines serving the greater Rochester, New York community operate in a quasi- 
monopoly with almost no competition to key destination cities. 

As a result, airfares to cities sudi as Chicago; Atlanta; New York City; Cleveland; 
Newark, NJ; Pittsburgh, PA; Detroit, MI; and Washington, DC, among others, are 
more than twice what other consumera are paying for (lights serving these some 
destinations, but originating from more competitive markets. 

Airlines serving the Rodiester community are exploiting upstate New York pas- 
sengers and charging outrageous fares because they can do it. We have no reo 
If you want to fly to these cities, you pay these outrageously high airfares, c 
dont travel. 

These high airfares have negatively impacted upon our business community and 
our tourism industry. 

If, by eliminating the high density rule and perimeter rule at Washington Na- 
tional Airport could encourage more competition in our market . . . and more com- 
petitive airfares . . . then we are in favor of this. 

If elimiiuiting these rules and opening these sbts for some of our lower cost car- 
riers does not lower airfares into and out of Rochester, then we think that the 
McCain Committee should consider re-regulating airlines and limiting their profits 
as they relate to costs . . . especially if these high airfares are hurting the economy 
ofa r^on . . . such as upstate New York. 

QueaUon 2a. Are slots ever withdrawn from carriers? 

Answer. Redistributins slots at key airports may reduce the profits of some domi- 
nant carriers, but shoultl only help to foster more competition on key mutes. 

Question 2b. Is it fair to say that the carriers do not like withdrawals, that they 
have a limited effect on their current service arrangements, but that these limited 
withdrawals have never completely undermined a carrier's network? 

Answer. Certainly, the redistribution of these slots will have no dire effect on the 
profitability of the airUnes involved. 

Sinoe some airUnes serving our community make more mon^ hy leasing their 
sates than they do by provioing air passenger services, the redistribution of slots 
in Chica^, Washington, LaGuardia and Kennedy wfould only help to bring more 
competition, and lower fares, to these key destinatM 
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3. GongTeMwoman Slau^ter and Rodieater offidab have atated t 

that we are a hi^-tech area, that we have to travel. Con aequently^i^yJ! 



we ere supporting bw fares in other parts of the couotiy. Do jnou have any com 
ments on Uieie stateroentH? 

Answer. Rocheater-baBcd air travelers are currently paying exorbitant airfares -a 
whidi allow m^or carriers to charge lower rates in more competitive markets. 

A* a result of these hi^ airfares, Rochester-baaed travelers are now driving tcc^ 
Toronto, Ontario and Cleveland, Ohio, where more competitive fares are resdilyt^E 
available. 

We lose the pasaen^r traflic here in Rochester, but the Rodiester-baaed timveler^^ 

can save $800 by drivmg 3H-4 hours, and that is just what thev are doinx. (South 

west Airlines serves Cleveland and a roundtrip ticket, from RooieMer toNaahvillej 

TN, is in the $1,000 range, where the same destination, from Cleveland, can be ' 



forjust < 



, tsUon 4. I have heard that Mr. Murplw has spoken, at least informal^, about 
transitioning slots to a tease mtem, whereby the government would reclaim at in- 
tervals the more than three thousand slots at the four hi^ density airports, and 
lease them badi to the carriers, llie proceeda would renuJn with the government,, 
rather than with the carriers who currently lease slots that they do not use to other— 
carriers and then keep the proceeda. 

What do you think about this or a similar proposal? 

Wouldn't you say that the slot proposals outlined in the Aviation Competiticm En-- 
hancement Act of 1997 are relativeW more modest and limited in the carrier^ eyes? ' 

Answer. We would be in favor of the government controlling the slot allocations. 
at the four mwor airports. 

Qtttatian 5. What is the competitive benefit of allowins new entrant and Umite 

incumbent carriers to serve frequently served markets from the hi^ densi^ air- 

porta? In other words, why ia the proposal to allow them to serve in frequent^ ' 
served markets from the alot-controlled markets just not enou^? 

Answer. No comment. 

Question 6. I have seen media reports that the DOT believes that if Congross im- - 
poaed deadlines for it to act on apecific complaints of predatory behavior in the air- 
line industry, that would make things difficult for the Department because "Hbe 
amount of data to be gathered is enormous." Is this troe? 

Answer. Predatory behavior exists in the airline industry. 

We suggest that you simply look back to review where low cost carriere b^an 
serving key cities. You will notice that m^or carrien immediately dropped their 
prices in an effort to retain market share and often scheduled addiljonal flints 
around the times when the bwer cost airlines offered services. 

The miyor carriers would continue to offer these lower prices and 'saturation 
fU^t times" until the lower cost carrier was forced out of the market. 

This ^pe of behavior should not be condoned by the McCain Committee. 

QuesUon 7. 1 have seen reports that the four so-called second-tier m^jor airlines — 
Continental, Northwest, US Airwavs and TWA — are headed into a cons^idation 
phase. 'Hie predictions are that eiuier they will acquire one another, or they will 
be acquired oy American, United and/or Delta. 

Do you agree with this scenario? 

Have you thou^t about its competitive implications for domestic aviation? 

Answer. Begaroing consolidation, we have no idea of what will happen to the four 
airiines mentioned. 

We do see, however, that projections call for at least a $4 billion profit by U.S. 
airiines during the year 1997. 

If airiines serving a certain region have a monopolistic hold on a market, it is our 
strong belief that they should be regulated . . . and their profits liiruted according 
to their expenses, just as a public utility firm or cable television company is regu- 
lated. 



Press Confsrknce With Congrbsswoman Louise Slaughter and Patrick Mub- 
PHY, Deputy Assiotant Secretary for Aviation & International Atfairs, 
VS. Department op Transportation, Friday, November 21, 1997 



lu^iter, and Other Distinguidied 

, ___ __ _„ nuyor airiines . . . OS Axmwyt, 

United, American, Northwest, Continental and Delta. Due to the limited number of 
fl^ts which originate in Rochester, passengers flying out of our citpr pay some of 
the hi^iest airfares in the country. According to a recent article m the Buflalo 
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<e«B, our sUter dty oT BufTaJo t* rated #6 in ovvrall airline ticket costs and. using 
Im same criteria, Rochester would come in in 8th place. 
Some euunple* of the ht^ Rochester airfares we pay, as of this week, (November 



Our consultants teU us that airlines can make a profit at 10 cents — 12 cents, per 
mile on kinser fliehts, and at 20 cents— 26 cents, per mile, on Hhotter flints. 

Due to the Unuted competition In our maricet, business executives are forced to 
pay these exorbitant airfares, and these costs, in turn, are passed along to their 
company's customers. As a result of these airfares, we have many Rochester area 



other cities because airfares into and out of these other locations are at mudi u 
rates. 

We have Rodiestm* araa companies who have either draaticallv reduced or 
'^pped" their business travel. We have others who have even resortea to refecating 
certain operationa to oUier cities. Additionally, I am aware of several other Rodi- 
ester area firms who are current^ considering the relocation of their travel-sensitive 
departments to other cities. 

We have spoken to several of the major airlines which serve our conunumty and 
have pcnnten out our concerns regarding the excessive airfares being paid by Rodi- 
•ster travelers. Our re<^e8ta for fare revisions or rate reductions have l>een met 
with silence and these airlines have continued to chai^ the outrageously hi^ fares 
whidi exploit the upstate market. 

One month ago, we circulated petitions to attract additional airlines to our com- 
munity and, in two days, Beveral hundicd Rochester businessmen signed these docu- 
ments in hopes of attracting Southwest Airlines, America West and Air Ontario to 
the Dealer Rochester market. Subsequently, we nave spoken with Kiwi Airlines and 
Air TraoB . . . but all of these market evfuuations take time — frem several months 
b> even yean. 

In the meantime, Rochester a 
airfares in the nation. 



a passengers are forced to pay the ei^th bluest 



Rochester araa customera simp^ do not understand. 

• Why are 80% of the revenues of some major airlines generated by only 7% of 
their travelera . . . the corporate community? 

• Why are m^or discounts only offered to people staying over on Saturday ni^ts 
when most coi^rate travel is done during the week? 

• Why do airlines force executives, flying the same plane, to sometimes pay five 
times as mudi as tourists who happened to make their reservations a few weeks 

• U carriera such as United and American, who serve the Rochester-Chicago 
routes, have load factora exceeding 70%, why are the fares to this destination to 
higb? ■ . • and why do they both charge exactly the same fares . . . 1,0S2? 
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■ Many flints between Rodieatcr and deatinationB sui^ aa Albany and Newai^ 
New Jeney ore lerved by commuUr planes. With lower equipment coats, lower fiiel 
coats, lower landing fees, lower pilot salaries, etc., why are there no bwer Tares fbr 
seats sold on these lli^U? 

• It's a sad fact, bl^t mileage flown has little bearing on airline ticket chargea. 
Tbe airlinea know what hot«l rooma, dinners and breakfasts coat, and they factor 
in theae costs when pricing all direct flints to key business destinations. If you 
want to take a "one-day business trip," one which allows you to return home uiat 
same ni^t . . -you pay about twice as much as for a fli^t, with connectiona, in 
I^ttabui^ or Phuadeliilua on tbe way to Chicage. 

• Whjr are the yield per fli^t prarits ratio on flints ori^nating from Rochester 
mudi hi^ier than the yield per fli^t profita ratio of fli^ta originating from other 
dties , , . where costs of llyi .— -■•- ->- ■-.■j-_..tf 

Airline praflta, for all U.S 
at over 4 billion. 

We feel that airiinea serving the Rochester communitv are entitled to honest prof- 
its for the services, but these profits ahould be reasonable. Current airfares "ffouge" 
the upstate New Yorit community and help to depress our struggling regjonal econ- 



omy. 
When 



n airfares begin to adversely impact upon the econon^ of a region . . . both 
business interests and tourism ... it is time for our community to step badi and 
take a second look at this situation. 

We know that airline passengers with their trips originating in Rochester are pay- 
ing maA hi^er airfares when compared to passengers or^natii^ their trips in 
New York City, Denver, San Francisco, etc. Our high fares help to subsidize these 
less profitable routes . . . flown by these same airlinea ... in more competitive 
markets. 

Is this acceptable to Rochester area air travelers? la there anything that our com- 
munity can do to improve this situation? 

Obviously, attracting additional (and lower cost air carriers) to the Rochester mar- 
ket would force airlinea currently serving our community to re-evaluate their fares. 
Attracting theae new airlines to our community, however, can take many moaUia, 
and Bomeumes, even vears. During this period, our community is fiirther damaged 
by the hi^ airfares which area passengers are being forced to pay. 

Anothor possible solution is that the airlines, themselves, realize the ill will that 
th<v are oNwrating with their inflated airfares. 

In the interest of maintaining good community relations, roavbe some of these air- 
lines enrrently aervin^ the Rodiester community will reconsider their pridng poli- 
cies hopefullv, th^ will then set their fares for our region at more reaaonabfe and 
more accepta&le levels. 

Since there are really no other alternatives . . . other than aaking the Federal 
Government to limit the amount of prefits an airline can generate mnn a certain 
region ... we have no place else to turn. 

1. We must tell the airlines currently serving our community what we think of 
their hi^ fares and encourage them to reduce their charges to more reasonable lev- 
els; 

2. We must continue in our efforts to attract more competitive air carrien to our 
community . . . and the Chamber and the County of Monroe will continue in theae 
efforts; and 

3. We must hope that the airlines now serving our community will become more 
aware of their civic reaponsibiUtieB and what their hi^ airfares are doing to the 
economy and tourism business in our region. 

By publicizing these hi^ airfares, we may be able to force these airlines into re- 
conaidering the& pricing policies and, hopenilly, lowering their airfares in the near 
future. 



airfarea because there is n< ^ 

• Are m^jor carriers serving tbe same destination cities diarging the aame air- 
fares becauae they are woiking in collusion? 

• Are these airlines so insulated from the communities which they serve that th^ 
dont care what the public thinks as long as their yield per fU^t profits are weU 
above the national average? 

We dont know the answers to these queationa, but the Rochester Chamber of 
Commerce will continue its efTorte to reduce airfares here in the Rodiester rruuket. 
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Aa evety tnivel«r who haa down out of the Greater Rodwater iBternational Air- 
port in tbie paat aix montha knowa, we're aimply paying too mud) for theae airline 



Until theae farea are reduced to reaaonable levels, we will continue our efTarta to 
attract more competitive airiinea to our region. We will continue to woik with air- 
linea currently serving our community to aee if any fare reductiona can be realized, 
and we will continue to woric with our federa1)y-elect«d ofiiciala to make aure that 
th«y are fiiUy aware of the negative economic impact whidi theae high (drfares are 
having on our community. 



Question la. Doea your carrier retain any slots that it does not currently use, or 
any slota that it leeaes to other carrierB? 

Answer. In accordance with the use or lose requirements of FAA regulations, US 
Airways ia oUigated (o utilize the slots that it holds at hi^ density airporta at leaat 
80 percent of the time over a two-month period. US Airways is in compliance with 
this requirement and files bimonthly reports with the FAA on the use of its slots. 

US Airways doea not leaae any of ita slots to other air caniera. All of US Airways' 
slots are used by It and ita commuter (US Airways Express) partners to provide net- 
woiit service. To enhance the elliciency of ita network at LaGuardia and National, 
US Airways is compelled to teaae slots from other airlines. 

US Airways is committed to a strategy of domestic and international growth. We 
have readied agreement with our pilots and are making substantial progress in 
reaching agreements with other employee groups to hola down coats while at the 
aame time committing to a strate^ of growtn. As the carrier grows, and as the low- 
cost division within the carrier tt^es tnape, US Airways will aeek ways to Airther 
enhance Uie networks at DCA and LaGuardia and to respond elTicienUy and effec- 
tive^ to market demand. 

QuetUon lb. If ao, wouldn't it be fair to say that your network of services would 
not be diarupted hythe return of theae slots to the FAA? 

Answer, ^nce US Airways does not lease any alota to other air carriers, it would 
not have any sudi slots to return; however, if US Airwaya were to lose the alota 
that it leases from oUier earners, it would be disruptive, eauaing the cancellation 
of service to smaller and mid-sited cities that are a part of the US Airways' network 
at DCA and LaGuardia. 

QuesHon le. If you daim that you would like to hold on to these slots tor the pros- 
pect of future expanaun on the part of your airline, wouldn't it be more efGcient 
for the FAA to reallocate those slots to carriera that demonstrate current demand 
for those slots? Presumably, if your carrier contemplates fiitura service that would 
provide relatively more benefits for eonaumers, at the appropriate time you would 

_._•_._ .!._ _i_. L ._ !..._.■. r .1 ■ .1 ■ ;• ..._ j-j,|Jjg gy . 



v^e the aiot enou^ to buy it from the carrier currently uaing it (under the current 
Buv/Sell rule). 

Answer. Each of US Airways' slots is used today to maximize the benefits of US 
Airways' netwoiks at DCA and LGA. Since deregulation, airlines have been able to 
expand single-carrier service to hundreda of dty pairs tnrou^ the development of 
huM and route networka. Building on a 60-year commitment of service to DCA and 
LGA, US Airwaya haa developed networks at theae airporta that provide nonstop 
aervioe to dcnens of smaller and mid-sized dtiea. Throu^ these networks, US Air- 
waya and ita commuter partners are able to aerve more small and medium-sized cit- 
ies at both DCA and LGA than all the other airiinea combined. 

QueiUon 2a. You claim that this bill would take the lifeblood of your networic— 
the slots at National and LaGuardia. I hope you realize that the potential for slots 
withdrawals under this legislation is very limited. Is there any level of withdrawal 
(h^ would not jeopardize your network? 

Answer. The withdrawal of any slots at DCA and LGA would diminish US Air- 
wayv* networit. Not atily would local service to small and medium-sized communities 
be placed at riak, US Airwtm' ability to maintain effective connecting service could 
also be threatened. Obviouslyi the more slota that are withdrawn, (he more harm 
that would be done to the network. 

QiMBtion 26. Does US Airways lease any of its slots? 

Answer. No, US Airways does not lease any sbta to other air carriere. All of US 
Airways' slots are used by it and its commuter partnere to provide a comprdientive 
network of services at LCiA and DCA. 

Question 2c. Does US Airways use all of its slots at all times? 
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Answer. U8 Airways compllet with PAA regulaUDO* requiring that slot* be uU- 
Used at least 80 percent of me time. This is a far hi^r degree of utilization than 
would be the case at an unnatrictad airport. Hie 80 percent use or lose requiramBnt 
is very stringent. The PAA initially adopted a 65 percent utilisation requirement in 
coi^nction with the buy-aell rule in 1986. In 1992. PAA raised the requirement to 
80 percent. Given weather and mechanical cancellations and certain thin nxites 
where weekend service is not viable, the sdieduling of Hi^its to meet the use or 
lose requirement cnn be very diaQen^ng. 

Qutation 3. In your testimony, you tout the benefits of msrkiA forces? Does US 
Ainvays support eliminating the hi^ denrity rule, consistent with safety? 

Answer. It is clear from the regulatory history that the buy-sell rule was promul- 
gated in 1986 in order to apply the principles of deregulation and maiketplace allo- 
cation to capacity-restricted airports, lliere are only four such capadty-restricted 
airports in toe U.S., and the buy-sell rule has done a better job in allocating scarce 
resources edidently than bureaucratic Intervention in ^ddng and fhwfjng aanong 
air carriers. However, the hi^ density rule does constrain the ^Utv of idr carriers 
to grow and to adjust their schedules to consumer demand, especially carriers like 
USAirways that operate route networiu at HDR airports. 

If the high density rule were eliminated at DCA and LGA. US Airways would be 
able to maximize the eflicienty of its route networks at eacti of these two airports 
and to compete with other air caniers that have networics at unrestricted airports. 
In this regard US Airways believes that the views of the local community and air- 
port authority ai« critical and should he considered in any plane to eliminate the 
hidi density rule. 

US Airwavs undentands that the PAA has stated that the high density rule is 
not required for reasons of safety; however, elimination of the hi^ density rule 
could result in substantial congestion and inconvenience to passengers, whidi 
should be taken into consideration. It also may aflect the impact of aircraft noiae 
on the surroun^ng comnmnity, US Airwai^s supports careful cnnsideration of the 
costs and beneRts of eliminating or modifving the high density rule and would be 
prepared to support chsn^s that are in tne public interest so long as the comim- 
nlues' concerns are taken mto account. It is cntical, however, thut aiQr modifications 
to the hi^ density rule or to the allocation of sbts under the hi^ density rule be 
fsir to air carrtera that have invested billions of dollars in developmg reutes, serving 
smaller communities, and improving airport facilities in reliance on the exiBting reg- 
ulations. 

Question 4. How many slots were you grandfathered in 1986 when the buy-aell 
rule was issued? Did you pay for Brandfathered slots? 

Answer. There is no common^ accepted definition of grandfathered slots. Tlie 
number of US Atrwsya grandfathered slots would depena on how the term is de- 
fined. We would assume that the term grandfathered slots is intended to mean the 
slots that were actually held by the then-USAir at the time the buy-sell rule waa 
issued and whkh renudn vdth US Airways todm. Under this definition US Airways 
holds the following grandfathered sbts; LGA (36), DCA (72), ORD (10), and JFK (2). 
US Airways has purchased the vast m^joritv of the slots it holds st HDR airports. 

Importantly, the slots which the then-U^ir held at the time the buy-sell rule 
was promul^ted wore not without cost. They reflected substantial investment in 
airport facilities, routes and route networks that were in existence at that time. 
When promulgating the buy-sell rule, the PAA addressed this issue, concluding that 
"imlost air carriers and commutera have expended large amounts of resources to es- 
tablish existing services and facilities," and that the so-called grandfathering of slots 
"Wognkes that inveatmont.' 60 Fed. R^. 52180, 62184 (198». 

Us Airways is still making investments in facilities to sn^Mrt flints operated 
with grandfathered slots. Since 1986, US Airways has made capital investments to- 
UUing more than $200 million at UlA and DCA, and has invested over %2 billion 
in aircraft to operate its networks at these facilities. 

QuesttoK S. Are vou familiar with the hi^ densit; 
the sections that cloarly state the slots are not property 
be withdrawn? Do you keep track of withdraw numbers? 

Answer, Yes. We are very familiar with the HDR regulations, including nrovinons 
for the withdrawal of slots. We further recosnize that the PAA regulations state 
that slots do not "represent a property ri{^t and that they "may be' withdrawn 
"to fulfill the Department's operational needs, such as providing slots for inter- 
natiooiBl or essential air service operations or oliminating sbts." Theiv is, however, 
no refbrence In the regulations to withdrawing sbts from some airiinea to transfer 
them to their competitors, even to new entrants. Furthermore, in promulgating the 
buy-sell rule in 1986, the FAA provided for a one-time withdrawal of five percent 
of the slots from the incumbent carricra and redistributed these slots to "new en- 
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with the new entrant carrien. The othen had eiUier b«en aold or returned to ihe 
FAA unused. 

Importantly, when the DOT and the FAA announced this one-time withdrawal, 
it made clear to the new entranta that in the fliture, Uwv would have to obtain alota 
in the maHtetplace pursuant to the buy-aell regime. DOT expresaljr rejected requests 
Ibr larger or periodic slot wlthdrawsla as liiraly disruptive of existing airline serv- 
ice, wiu) the strong possibility that the service dropped will be that used to serve 
small and mld-aiced communities,* noting that "in Ute future" new entrant carriers 
ehottld "buy or lease' abts in the market. 60 Fed. Reg. 863^ 8634 (1986). 

It is further worth noting that several federal courts have rejected the FAA's 
claim that slots do not represent property interests, finding that the airlines do 
"possess property ri^ts in slots," In re MeClain Airiinea, Inc., 80 B.R. 176 (Bsnkr. 
D. Aril. 1987), that slots are a "property interest,* Alaska Airiinea, Inc. v. City of 
Long Beaek. 961 P.2d 977, 986 (9th Cir. 1989) and that airlines have a "possessory 
interest in sloU.' In n Outl Air, Inc., 890 F.2d 1255, 1260 (1st Cir. 1989). 

US Aii'ways does keep track of withdrawal numbers since under the FAA rules 
slots may be withdravm for essential air services, international service, or br rea- 
sons of lafe^. 



Question 1. You state in your testimony that this proposal rewrites the slot rules. 
Dont the current slot rules Hpecifically state that slots are not airline properly, and 
that they are subject to withdrawal? 

Answer. Yes. However, Ihe current slot rules state that slots mav be withdrawn 
for international service or essential air service. There is no general regulatory au- 
thority to withdraw slots from one airline and transfer them to another airline, even 
a new entrant. The condition* of withdrawal were made quite explicit in the FAA 
regulationB at the time the buy-sell rule was promulgated. DOT did provide for a 
one-time withdrawal of live percent of the sbts in 198B in order to give new en- 
trants an opportunity to get m on the ground floor of the new buy-sellregime. The 
new entrants were notified at that time that there would be no further withdrawals 
br this purpose and that, theraafter, they would be reouired to acquire slots in the 
market Bke every other carrier. DOT expresaly rejected requests for larger or peri- 
odic withdrawals because they would be ^ligh^ disruptive of exiting airune service, 
with the strong possibility that the service dropped will be that used to serve small 
and mld-azed communities." Unfortunately, the one-time five percent withdrawal 
was a complete failure. Within three years only 13 of the 162 slots withdrawn re- 
mtdned witn tlie new entrant carriers. 

Ahhou^ the FAA regulations state that slots are not airline property, several 
courts have held that airlines have a property interest in slots. See, e.g., In re 
MeClain Airlines, Inc., SO B.R. 176 (Bankr. D. Ariz. 1987) (airlines "possess property 
ridita in slots'); Alaska Airlines, Inc. v. City of Long Beach, 961 F.2d 977, 9Se (9th 
Cw. 1989) ("property iat«9«st'); In rt OuU Air. Inc., 890 F.2d 1266, 1260 (Ist Cir. 
1989) rpossessoiy inUrest"). 

Qiitattott 2, How did you obtain the slots that you have picked up since 19867 

Answer. US Airways has purehased slots since 1986 for cash, as part of a broader 
transaction including gates and other airport facilities, and as part of the acquisi- 
tion of other air carricra. In eadi case, US Airways has recognized the value and 
paid substantial compensation for the slots, without which it could not provide serv- 



QuesUon 1. Doee your carrier retain any slots that it does not currently use, or 
any slots that it leases to other air carriers? 

Answer. United and United ExpreHs carriers are utilizing all jet and commuter 
■kits held by United at Chicam OTlare, Washington National and New York JFK 
airports. At LaGuardia, four United dots are leased to our Star Alliance partner, 
Air Canada. In fact, United's demand for sbts to support its grovring operations ia 
so great that, since 1986, we have invested over (300 million to ac^ire additional 
alota on the free market for O^are service alone. Incidentally, Umted is the only 
major U.S. carrier Uiat must acquire slots on the open market to enable it to grow 
at its principal hub. We have no slots that can be withdrawn without having a sig- 
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nificant advene impact on cnir operationB and Lhe cuBtomera and communitiea we 

Queation io. If so wouldn't it be fair to say that your networit of services would 
not be disrupted by the return of these slots to the FAA? 

Answer. As stated in the response to question 1, United currenthr has no excess 
capacity in slot holdings. Accordingly, any vrithdrawal of slots would result in a sig- 
nificant adverse impact on our operations and the cuatomen and commuiiitiea we 



•equencea for the UJS. air&te industry and consumers of air Mrvkes. 

FinL as the Chairman has recognized on numerous occasions in other trade sec- 
tors, iXS. industries compete in a global economv. The U.S. airline industiy is no 
exception. In fact, U.S. carriers are leaders in tne air service globalization move- 
ment. In the case of United and moat other m^jor U.S. carriers, our domestic and 
international networiis are interdependent upon one another. Along with our foreign 
aiiiine alliance partners, the integration of our domestic and international networas 
has created a single global network. To the extent a change in U.S. law advervely 
afiects our domestic operations, it necessarily harms our global network. When a 
hub is involved, that mipact is even more HigniriCHnt. For instance, withdrawing 
^ts from United at Ollare, our principal hub and a key international gatewi^, 
would dioke off passenger feed that is needed to support our international oper- 
ations. The adverse conse^ences would ripple throughout our global network. 

Air service transpoitatian poliiy shoula focus on increasing the competitivGneas 
of U.S. airlines in global markets, not undermining it. To achieve this result, the 
policy should seek to strengthen the domestic hubs of U.S. carriers to ensure tbey 
are andiors for global networks. Fortunately for our economy, U.S. airlines are play- 
ing a leading role in the globalization of air services. This competitive success god- 
tinuea to produce signincant air service trade benefits for the U.S. aa well aa create 
jobs. To the extent VS. carriers are weakened at their domestic hubs by a slot with- 
drawal policy, it necessarily follows that the competitiveness of the U.S. air industry 
in global mtuiiets will be undermined. 

Second, a wholesale withdrawal of slots would be detrimental to the ^ites of serv- 
ices United ofTera to its domestic customers. If United is required to surrender slots, 
we would be forced to reallocate our remaining slots to their highest economic use. 
Unfortunately, as a result, less prDfitable routes such as those serving medium- and 
small-sized markets would be placed at great risk. Th\is, such a policy would pre- 
vent us fVum fully and freely responding to air service demand in smaU communis 
air service markets. It is a mistake to assume that the recipients of these slots 
would Fill that air service void. Instead, the recipients of these slots can be expected 
to use Uiem to offer additional service in large markets already served by numerous 
carriers. Thus, the result would be to concentrate air service m the largest marketa 
and to exacerbate the existing air service challenges of many smaller communities. 

Question lb. If you claim that vou would like to hold on to these slots for the pros- 
pect of the future expansion on tne part of your airline, wouldn't it be more efRcient 
for the FAA to reallocate those slats to carriers that demonstrate current demand 
for those slots? Presumably, if your carrier contemplates future services that would 
provide relatively more benefits for consumers, at the appropriate time you would 
value the slot enough to buy it from the carrier current^ using it (under current 
Buv/SeU rule.) 

Answer. As stated in response to questbn 1, United currently has no excess ca- 
pacity in slot holdings. Thus, the question is moot as it apf)lies to United. 

United generally agrees with the proposition that carriers contemplating future 
services at slot-controlled airports should look to the free market to acquire slots 
from current slot holders to support those operations. The free market in slots cre- 
ated by the Buy^U rule has worked effectivelv in allocating slots to their hi^est 
economic use and as a result it has maximized the benefit of those slots for the trav- 
eling public. In fact, since 1986, United has relied on the Buy^tl rule to acquire 
in the free maricet over (300 million in additional slots to support our operations 
atOHare. 

While the Buy/Sell rule has proven to allocate slots in an economicBlly efTicicnt 
manner, the method of allocating slots proposed in the question would have the 
exact opposite effect. The underlying value of slots is attributable to the billions of 
dollars in investments which carriers make in stot^ontrolled airport facilities and 
the operationa supported hy the slots. To simply take slots away without compensa- 
tion and then force airlines to repurchase them would be tantamount to making air- 
lines pay twice for the same slot. This makes no economic sense. In contrast, if a 
carrier is seeking opportunities at a slot-controlled airport, it should look to the free 
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maiket the Buy/Sell rule created to acquire sudi ttoU. United believes the mariut- 
place, not FAA, can and does allocate slots most efllciently. 

(Question 2a. The iiivitation to participate in this hearing specifically aaked you 
to address he legislative draft that was put before you eeveral weeks ago. Why 
doesn't your testimony even attempt te addresa the specific provisiona of the bill as 
aaked? It seems to me that we heard this same or similar testimony from John 
Edwardaon at one of our hearings earlier in the year. 

Qucaffon 2b. What are your apedfic concema with specific provisiona of the bill, 
and what aie your specinc sug^Bationa for modifications that would address these 



Answer. In response te both questiona 2(a) and 2(b), United testimony at this 
hearing closely resembled our testimony on these same isaues at previous hearings 
since we have oonsisteotly expressed our concerns regarding both Uie perimeter rule 
at Washington National and confiacatian of alots. In that regard, I am pleased my 
testimony was fiiUy consistent with that of Mr. Bdwardaon on these points. 

With respect te that portion of the legislation that would create broad exemptiona 
to the perimeter rule United believes Uiat the current rule worica very well for the 
Washington area and that any diange will on-balance cause more economic harm 
than benefito. As Senators Warner and Robb as well as other testified at the hear- 
ing, the perimeter rule is in the nature of a compact between carrier* and the Wash- 
ington community whidi carefully and thoughtnilh' allocates air service opportuni- 
ties pursuant te a regional tranapcrtation plan. Wo believe that any chan^ to the 
Erimeter rule, incluiOng that proposed in the le^slation, will topple this air service 
lance which was carefully craftod by local oflicials. Since airports are important 
transportation fadtitiea whose management is best left to local communities. United 
behoves the Federal government should respect the community's decisions incor- 
porated in the Waahington MetropoliUn rerun's transportation plan by not chang- 
ing the current perimeter rule. 

With regard U slote, United believes a wholesale withdrawal of slots and a slot 
auction will not have the desired effect of benefiting consumers and improving our 
domestic air aenrice ayatom. To the contrary, we believe that propoaal would nana 
the competitiveness of U.S. carriers in global mariceta by weakening their hubs 
wbtA anchor their global networks. Similarly, the propoau would have severe ad- 
verse economic consequences for air service to meduim- and small-sized air service 
maiketo. As a result of the proposed slot withdrawal, airiinea would be forced to 
reallocate remaining sloto to their highest economic use and air service in smaller 
maikete would be the first casualty of such a redistribution of service. In stork con- 
trast to the proposal, a free maiket for slots which currently assures that sloto are 
out to their hi^est economic use is a far better approach for maximizing air aenrice 
benefits te conaumera. 

To the extent CongreaB wishes to play a role in addressing air service challenges 
in small communities which has driven the domestic air service debate for several 
years. United believes a targeted, maiket-based approach is needed. We stend ready 
to work with you and other Members of the Committee to develop proposals along 
that line. 

QueiUon 3. I understand that you have objected to the perimeter rule exemptions 
baaed on the "uncertainty" rcsarding the number of exemptiona that would be 
granted under this provision. Would you have the certainty you need to accept 
changes to the perimeter rule if we capped the total number of exemptions that 
COulube granted under these provisiona? 

Answer. 1 would like to make clear that United believes the current perimeter 
rule at National Airport is in the nature of a compact between the carriers and the 
community upon which both sides have reUed significantly in investment decisions, 
long-range planning, developing infrastructure, and the like. Moreover, it reflecto a 
carefiil balance which the local community has strudc for distribution of varioua 
fypes of air services offered throughout the Waahington area. 

Any Congressionally mandatea change in that compact would, in our judgment, 
produce on balance more negative than positive results. Moreover, it would ignore 
the balance of air service opportunities the local community has carefully crafted. 
While capping the number of exemptiona might addreas the issue of certainty, it 
clearly fails to eliminate the issue of damages to the local community. At best, cap- 
ping Uie number of exemptions would only limit the degree of damage that would 
be done by dian^ng the rule. A capped exemption aa suggestod in the question also 
raiaes very importiuit and fundamental questions regarding whether the rule can 
be administered in a manner that is neither arbttraiy or discriminatery. In contrast 
to the current rule whit^ places all airlines on the same competitive footing with 
respect to king-haul service from National, granting exemptions to only a handfiil 
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1 dainu of unfair treatment by those airlines not given 

'■ conaiatently stated preference, and we beUeve the ckar consensus in the 

Washin^n area, is that no damage be dime whatsoever. 

Question 4. I have seen statements flled with the Defwrtment of Tmnspoitstion 
in which United claims that, and I quote, the "HiA Density Rule is a direct govem- 
roental limitation on the opportunity far carriers to grow at OUare, particularly im- 
pacting United's ability to expand and develop its integrated route network* From 
uiis s^tement, can I assume that United supports repeahng the hi^ dend^ rule? 

Answer. The Hi^ Density Rule was put in place in 1968 to address serious con- 

Sstion problems at several airports. Over time, that rule has evolved in response 
changes in the airline industry aa well as diangu in each airport's local oondi- 
tions and air service pattema. Repeal of the Hi{^ Density Rule is a very complex 
matter raiung several very important issues. 

First, United's paramount concern is the safety nf its passengers. It is not dear 
that the Hi^ Density Rule could be repealed without compromising the safety of 
the traveling public 

Second, from an operational standpoint, repealing the Hi^ Density Rule could ex- 
acerbate air traffic control deli^ wbidt already plague our national transportation 
system. Since airports are now operating at or near capacity, and there is no plan 
I am aware of for allocating that capacity in the absence of tiw Hi^ Density Ruk, 
the result of repeal could be gridlow in the skies. In fact, since we have an inte* 
ra-at«d air service system where delays at one airport ripple throughout the ^stem, 
the National Civil Aviation Review Commisaion recently reporteathat adding just 
•even minutes of delay to eadi airline fli^t in the United States would create sudi 
a gndlodc situation. 

Pinolly, carriers have invested billions of dollars in slot-controlled airports in reli- 
ance that the High Density Rule would remain in place. Repealing the rule raises 
fundamental oueations of fairness with regard to those subBtantial invoatmcnts in 
slots and the ladlitieB and operations whioi support them. 

The general problem is thst the infrastructure of airports is not sufficiently devel- 
oped to ensure that no constraints are necessary on providing services to coirmiu- 
nitiea consistent with demonstrated needs. One of the consequences is that United 
and other carriera therefore must operate within mch limitations whidi burden the 
efficiency of a carrier's operations and requires substantial investments in such 
thin^ as slots that few other communities or carriers must bear. United favors the 
elimmstion of such limitations when the underlying cause is remedied. Otherwise, 
some other form of constraint audi as (low control will simply be substituted for the 
sbt controls. 

Question S. I have seen statements filed with the Department of Transportation 
in which United claims that, and I ^ote, the "advantage of marketplace as a medi- 
anism fbr allocating goods and services is the baaiB for the fljndamental success for 
the dere^lated domestic transportation market.' This is exacting the statement 
diaracterizes nw efforts to repeal the perimeter rule at National. Don't you agree? 

Answer. No. When a region makes major economic investments in multiple air- 
Mrt facilitiea, it has the nght to do ho pursuant to a regional transportation plan. 
The same is true for a city or any locality which makes dedsions affecting its trans- 
portation needs. Indeed, it is doubtliil that Congress would want the community to 
act in aiiy other fashion. The Washington Metropolitan region has done precisely 
that, and is albwin^ market forces to allocate goods and services within its trans- 
portation plan. Speafically, the Washington Metropolitan region has a carefully bal- 
anced transportation plan which allocates long-, medium- and short-haul air service 
among its several airports. 

It makes no sense to allow the integrity of that carefiilly develoned plan to be un- 
dermined to satisfy the commcrrial (Give of one or two carriers. Moreover, it is in- 
consiatent with the majority view of this Congress that local governments, not the 
Federal gDvornmants, are in the best position to understand and wei^ commuidty 

Simply put, no one would Beriouslv sugseat that the Federal government should 
decide where a dt/a bus sto^ are pfacedTlt has neither the expertise nor the com- 
munity's interest in controlhng its local transportation. Yet, the location of the bus 
stop can have important economic consequences and affect the convenience of resi- 
dents and visitors to the dty. Airports arc important transportation facilities whose 
management is best left to local communitiea aa they are under our current fhim 
the national transportation system. The Federal government should respect the de- 
dsions incorporated in the Washington Metropolitan region's transportation plan. 

Qiuation 6. Your testimony refers to Congress' success in removing the dead hand 
of regulation thiin our induatty. The perimeter rule at Natkinal and the slou rules 
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iDBnt TVguUtion of maricet forcea? 

Answer. Slot rules snd perimeter rules are Beparate issues with diflerent sdieiDes 
of manaipment under our oational transportation system, fi' ' • • . 

traditionally "od widely been matters for local control and U 
non-interference of the Federal government in these issues. 

Air traflic control, on the other hand, is run by the Federal p>venunent to nuud- 
mise the eflidcncy and safety of the national system. The Federal government must 
take action when situations develop that would disrupt the efikiennr or saf^ of 
the smooth flow of airplanes to ana from airports in federally controUed air space. 
The altemative is FAA flow contral which involves the exercise of Federal power 
but at considerable cost and expense Co the system and particularly to medium- and 
small-sized communities whose interests often suffer under sudi an ad hoc system 
of intervention. 

Queetioa 7. United in its testimony states that it hopes Congress "will opt lor the 
rule of constructive leadership.' However, when in turn 1 asx the carrier for con- 
structive leadership to address problems that everybody but the carriers agrees 
exist, all 1 have heard is responses like "we havent explained ourselves well 
enou^.' Ijke it or not, the concept of constructive leadership applies to us all. 

Answer. Althou^ no question has been asked. United agrees entirely with your 
statement that the concept of constructive leadership applies to us all. 

Question 8. How many slots were you grandfathered in 1986 when the tray-sell 
nite was issued? Did you pay for grandfathered slots? 

Answer. In 1986, United received 682 sbts at O'Hare to cover the services that 
it had been operating at that airport at the time the rule was introduced. Neither 
United nor any earner that received grandfathered slots in 1986 was rehired to 
directly pay for them. However, United indirectly paid for these slots by investing 
billions of dollars in flight operations at O'Hare prior to 1985 including aircraft, 
ground facilities, equipment and the like. 

In fact, United is the only m^or U.S. carrier that cannot freely grow at its prin- 
cipal hub. While other carriers whose principal hub is not slot controlled have the 
commercial flexibility to grow and offer additional opportunities without special in- 
vestments, since 1986 United has invested more than $300 million in market acqui- 
sitions of slota to accommodate growth. United has paid more for slots than any 
other carrier in this country or in the world for that matter. 

Question 9. Are vou familiar with the high density and buy-sell rules, inchicUng 
the sections that clearly state the slots are not property ri^ts and that thqr may 
be withdrawn? Do you keep track of withdraw numbers? 

Answer. Yes, we are aware of those sections. In fact, on August 26, 1997, United 
filed a petition with the FAA urging it to cease its practice ofwithdrawin^ slots at 
(VHare to subsidize international operations by foreign airUnes. Yes, Umted does 
keep track of slot withdrawals. 

Question 10. Did you oppose the extension of the perimeter rule when it went to 
1,000 miles and then it went to 1,260 miles? 

Answer. No. The FAA imposed the 1,000 mile perimeter rule at Washington Na- 
tional in November 1981 as part of a plan to administer the local airport ayatem. 
Prior to that time, carriers had by agreement limited flights to a 650 mOe perimeter 
in all but a few cases. Fixing the perimeter at 1,000 mues reflected National's con- 
tinuing role as a medium- and short-haul domestic facility within the national sya- 

After the nile was attended to 1,260 miles in April 1986, United deUrmined to 
expand its presence at Dulles and developed a mqjor East Coast hub at that air{»rt. 
To make this possible, United expended billions of dollars to build-up its operations 
at Dulles to make it an important international gateway airport. As a result of 
Unlted's investment, international service to the Washington area has grown signifi- 
cantly and thousands of Jobs have been created. With respect to consumers, Umted's 
decision has spurred increased competition for international air services from pointa 
off the East coast and Dulles also serves as a major transit point for communities 
in the West. 

Qmatioa 11. When It went to 1,260 miles, what happened? Did Dulles cease to 
grow? Did all of the carriers sUrt service to Texas? 

Answer. As a result of the Washington Airports Transfer Act of 1986 whidi ex- 
panded the perimeter rule to 1.260 miles, American AirUnes offers non-stop service 
from National to Dallas-Fart Worth and Continental serves Houston on a non-stop 
basis. Relaxation of the perimeter rule also resulted in non-stop service from Na- 
tional to both Omaha and WichiU. The impact of the 1986 law was limited in this 
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respect aince only a natrow band of nuuor air service mariteta were afTected by thia 
relaxation of the perimeter luk. 

Growth of non-stop aeivice between National and Dallas compared to aunilar aerv- 
ke from Dulles ilhiatrates that changing the perimeter rule disrupts the balance of 
of^ortunities between the two airports. While Dulles continues to ofier some non- 
stop Dallaa aervke, the bulk of that service, and the most significant growth in the 
Wadiington-Dallas market since 1986 has occurred at National. Absent the 1986 
law, Dulles would have eqj^d this traffic growth. Moreover, cities within the 1,000 
perimeter would have benefitted fh>m now air service opportunities to and from Na- 
tional whidi have otherwise been allocated to Dallas service. 

In terms of overall growth, while DuUea has grown since 1986, its growth has 
lagged behind other Washington area airporta despite significant investments 
United has made in its DuUes operationa in reliance on the 1,260 mile perimeter 
rule. 



QutaUoH I. How did you obtain the slots that you have picked up since 19867 

Ansvrer. Since 1986, United has invested over $300 million in the purchase of 
slots on the free maiket to improve and enhance operations and cfTieiency at our 
principal hub at Chicago OUare. These ooen market acquisitions of slots were ne- 
cessitated by the fact that United is the only carrier in the countty required to make 
such investments to grow at its principal hub. The unique burden of being the only 
competitor in this industry required to pay for slots to grow at its principal place 
of business is ironically sometimes perceived as a competitive advantage. 

Question 2. One of the arguments made against modi^ng the perimeter rule is 
that carriers will stop serving smaller markets to serve the new maritets beyond the 
eviHting perimeter. 

What is the LaGuardia perimeter rule? Doesn't United have an exemption to 
serve Denvei:? 

Answer. The LaGuardia perimeter rule was instituted hy the Port Authority of 
New York and New Jersey, which operates LaGuardia, Newark International and 
JFK International airports, to reduce ground congestion and maintain LaGuardia 
as a short and medium haul facility. It was a deciaion made at the local level which 
balanced the air service needs and concerns of the New York and New Jersey areaa. 
Prior to 1984, the role was an informal limitation on flights farther than 2,000 
miles from the airport. In 1984, the Port Authority formalized the rule and reduced 
the permissible distance of flights from the airport to 1,500 miles. Althou^ Denver 
is more than 1,600 miles from LaGuardia, at that time, local authorities decided to 
grandfather pre-existing operations by three carriers from LaGuardia to Denver be- 
cause they ronstituted an important portion of LaGuardia's operations. United was 
one of the throe carriers that benefitted from this decision by local authorities who 
carefully weighed the interests of the New York and New Jersey air service commu- 
nities in permitting such flights to continue operating. 

Proposals to eliminate or relax the perimeter rule at Washington's National Air- 

Ert differ maritedly from the decision bv the Port Authority to grandfather fU^ts 
tween LaGuardia and Denver. First, the decision affecting LaGuardia was made 
at the local level and was fiiUy conaistent with the air service balance for the New 
York and New Jersey areas that the Port Authority had carefully crafted. Second, 
no sucli grandfathering circumstances exist with respect to Washington National or 
Washington Dulles airports so that all carriere operating beyond or within the pe- 
rimeter nave equal access to the respective airports. Thus, changing the rule would 
create an incentive for carriers at National to substitute long-haul service at the ex- 
pense of current service to medium- and amsll-aiied communities within the perim- 
eter. WhUe the decision sffecting LsGuardia's perimeter rule was made at the local 
level by ofTicials representing those communities afTected by it, proposed changes to 
National's perimeter rule mandated at the federal level would undermine the air 
service balance in the Washington area that local offidals have spent years and 
hundreda of millions of dollara to achieve. 
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America Wbst MEC, 
Am Link Pilots Association, 
Phoenix, AZ, Nootmber 10, 1997. 
Hon. John McCain, 
U.S. Senate, 
WathiagUm, DC. 

DSAR Sbnator McCain: Ab Chairman of the Air line nbta Auodation (AU*A> 
■t America West Airlines, and on behalf of all pilots at America WesL I vrould like 
to expreu nipport for the Aviation Competition Enhancement Act (S. 1331). Hw 
propoaed leffialation would help eliminate barriers to competition at several mqjor 
aiiport^ yielding signiHcant benelita to the industry and the traveling public. 

America Wests imssion of providing liilt-service, low-fare transportation would be 
enhanced by S. 1331, resulting in a net lowering of fares in key maritets. Impor- 
tantly, pBsaa^ ofS. 1331 would help achieve the open markets and increased oom- 
petition anticipated by the Airline Deregulation Act. 

Alf A's President, J. Randol^ Babbitt, teHtided last week before the Committee 
on Commerce, Science and Transportation. Although we understand Captain 
Bablutt's concerns about sk)t confiscation, America West's pibta are in full support 
of other aspects of the bill. We fully support lifting slot restrictions at the affected 
airports and earing perimeter rules at Washington National. 

Broad access to slot coatroUed airparts by limited incumbent and new entrant car^ 
riers will help establish new and competitive air service in the heavily traveled cast 
and upper midwest, and improve service thmu^out the country. 
Thank you for your consideration. 
Sincerely, 

Captain Donald W. ^tbinman. 
Chairman, Master Executive Council. 

Prspared Statement of Maryland Dbpabtment oir Transportation 

The Maryland Department of Transportation appreciates the opportunity to pro- 
vide its views regarding this legiHlation. Based on recent assessments made by the 
General Accounting Omce and others, concluding that barriers to entry continue to 
limit competition in several key domestic aviation mariiets, the State of Maryland 
understands and appredates the interest of the Committee in draftinK remedial leg- 
islation to ensure the fiillest possible realization of the pubUc beneuta anticipated 
by the 1978 Airline Deregulation Act. The State of Maryland, owner-operator at one 
of the three Washington- area airports, Baltimore/Wa^ington International (BWD, 
an early proponent of domestic airline deregulation, continuea to believe the broad 
public interest is best served through development of a national air transportation 
system placing maximum reliance on competitive market forces. 

For reasons briefly set forth below, Section 4 of the committee draft, authorizing 
exemptions from the nonstop perimeter rule governing Washington National Airport 
commercial flight operations, strikes Maryland as an inappoaito public policy ex- 

Eessinn for inclusion in an omnibus bill seeking to enhance aviation competition, 
an cfTort to introduce new nonstop long-haul services to National, Section 4 un- 
fortunately and needlessly contradicts (1) longstanding federal policy; (2) regional 
airport plans and programs; and (3) the declaration of congressional policy set foriii 
at Sec. 102(aK6) of the 1978 Airline Deregulation Act. Aa an airport proprietor and 
on behalf of Marvland citizens affected by National Airport Flight operations, the 
State of Maryland has appropriately relied on these eariier and longatandlns federal 
policy detemiinationa. Aa a consequence, Maryland views as a matter or "settled 
law" the appUcation of the perimeter rule to Washington National fli^t operations, 
and concludes current law continues to represent sound public policy. 



When operational responsibilitiea for the two federally -owned airports. National 
and Dulles, were transferred to a locally constituted regional airports authority in 
1986, Maiyland dtizena, who, residing abng the Potomac Biver are sub^ject to 
Washington National averili^t, were presented with a firm and clear legislative 
policy: (a)n air carrier may not operate an aircraft nonstop in air transportation 
between Washington National Airport and another airport that is more than 1,250 
statute miles away from Washington National Airport" (Sec. 6012, P.L. 99-6&1, 
"Metropolitan Wa^ington Airports Act of 1986'; 49 UB.C. App. 2461). This policy 
should not be dismissed aa a non-germane artifact in a dera^lated air transpor- 
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tation Bystetn. Rather, this porimeUr rule represents part and parcel of a long- 
standing efTort to achieve a balance between the conunercial interests of air carriers, 
the demands of the travelling and shipping public, and the concerns of residents liv- 
ingunder National's Right paths. 

Throudi the 1970's and early 1980's, a succession of federal transportation secre- 
tariea, tlten exercising their dual responsibilities as regulator of ute nation's air 
space and owner of local urporta, struegled to frame a policy having a series of spe- 
aCc operational provisions, capable ofguiding the future development of the three 



Washington area airports, federally owned National and Dulles, as well as Mary- 
land's BWl. One of these operational provisions, the perimeter rule limiting the non- 
stop service pattern at National, traces its origins to the very circumstances of the 
Aiiiwit's initial development, and attendant considerations leading to the decisioD 
to build Dulles. 

When first opened to commerrial traffic on June 16, 1941 National was a atattf- 
of-the-art airport, being specifically desired to handle the tnen -operational fleet of 
piston powered commercial aircraft, defmed by the worUiorse D&-3. Althou^ Pan 



craft m 1S68, the Civil Aeronautics Commission was compelled to ban jet operatoi 
at National tne following year, in pnper recognition of the inadequate lengu of H 
airport's primaiy north-south runway. 

Meanwhile, Iresidont Eisenhower, concerned that the nation's capital was being 
reduced to second-tier status in the air tranapcttation system, reviewed the rec- 
ommendations of his earlier appointed study commission examining the need for a 
"Washlngtoa jet port." in 195S, the President selected a conunission-recommended 
10,000 acre site near Chantilfy, Virginia, amending the 1950 Act first authorizing 
". . . the construction, protection, operatian, and maintenance of a public airport in 
or in the vicinity of Uie District of Columbia," and set into motion a sequence of 
events culminating in the commencement of commercial operations at then-named 
Dulles International Airport in 1962. Prior to Dulles' construction and opening, the 
tint generation of four-engine US. jet airframes (the Boeing 707 and 
Deuglas DC-S) servi^ Washington operated exclusively at then-namedTricndship 
Internationa] Airport (now BWI). consistent With the Civil Aeronautics Board's ear- 
lier announcement 
Washington" were 
pleted. 

Prom this brief historical 
eyant to i ' " 

(1) when designed, constructed, and opened, commercial jets were never con- 
templated to make use of National; 

(2) Dullea, converseW, was specifically designed and constructed to handle jet 
traffic generally, and by virtue of its runway length and other design features, 
was contemplated as serving as a long-haul domestic and international gateway 
airport; ana 

(3) BWI, opened in 1960, and like Dultes having the capacity and capabili^ 
to handle jet aircraft, was viewed as being part ofa regional, three-airport sys- 

As outlined below, the decision to establish a perimeter rule at National flows 
loaically and directlv from these earlier operational and policy determinations. 

The perimeter rule, set at 1,260 statute miles as a result of House action on the 
1986 Airports trander le^ktion, was initially established in 1966 by vohintuy 
agreement among the camera serving National. This voluntary agreement reflected 
tne shared interest of carriers, the feMral government as owner and operator of Na- 
tional and Dullea, and local citizens both as airport users and environmentally im- 
pacted residents, to moke a more balanced and cmdent use of the two federally 
owned ai)*porta, as well as BWI, Recognizing this shared interest, the carriers 
agreed to a SSO-mile nonstop perimeter in 1966 with the exception of seven 'grand- 
father dties" (Minneapolis, St. Louis, Memphis, Miami, Orlando, Tampa, and West 
Palm Beach), those cities receiving nonstop turboprop service as of December 1, 
1966. 

This agreement was approved by the Civil AeronauUcs Board (CAB Order 
E-23743, 1966) and althou^ set to expire Januan 1, 1966, the air carriers contin- 
ued to voluntarily abide by its term until May 6, 1981, when American Airlines an- 
nounced its intent to begin National service to its Dallas/Ft. Worth (DPW) hub, lo- 
cated beyond the perimeter and not being one of the seven "grandfather^ cities. At 
the same time, the U.S. Department of Transportation was promulgating a series 
of operational policies and procedures seeking to better balance utilization of Na- 
tional and Dullea, including, for National, certain nighttime noise level limits, an 
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of the entire Airports Policy, and extensive Utigatian in the courta, eventual^ up- 
holding the constitutional and policy baais supporting the Department'a eatablisn- 
ment of a uniform 1,000 mile uonBtop perimeter rule for National Airport, 

Section 4 of the committee draft, therefore, is seen as needlculy overturning long 
eatabliahed polidca leeking to make efficient and efiective use of regnal air trans- 
portation fadUtiea. If the rairion were served by two other airporta, Dulles and BWt 
specifically deainied to handle the kind of long-haul commercial jet operations never 
intended to use National, then the implidt assumption embraced by Section 4, that 
is, the perimeter is inherently 'anti-competitive,' mi^t be appropriate. IronicsJly, 
the periinster rule and other related operational features now m place have had pte- 
cise^ ^ pro-competitive impact the framers intended. Far from frustrating com- 
petition, the Washington-Baltimore maritet today is one of the more competitive and 
contestable in the nation. To cite but one example, the decision by Southwest to 
bring its innovative service and fare atructute to this region, making BWI its first 
Bast Coast airport in 1993, has stimulated the market in an unprecedented fashion, 
and the more recent decision by Frontier to connect BWI and Denver will introduce 
a similar dynamic in both the local Denver and beyond matkets, thcreW bringing 
a new competitive level of service vis-a-vis United's Bast-West hub at Dulles, ana 
the multiplicity of one-stop services at National. 

SECTION * UNDERMINES REGIONAL AIRPORT PLAN AND PKOGRAUS 

Beginning in the early 1970's, the two local airport operators, governmental units 
and agencies, and local citizens, collectively woriiinK through the region's metropoli- 
tan planning organization, the Metropolitan Washington Council of Governments, 
formiallv pursued development of plans, programs and policy recommendations to 
better balance the efficient and elTective use of the region's three air carrier air- 
ports. National, Dulles, and BWI. These initial coordinated system planning activi- 
ties culminated with the Council of Governments' release of its 1S76 report, "Rie 
Future of Washington's Airports,' including recommended polidcs, plans, and pro- 
grams guiding the future development of regional airport facilities generally, wiUi 
direction as how to best position DuUes and BWI to accommodate projected growth 
in air trafllc. As suggested earlier in this statement, these local plans and programs 
have been decidedly pro-competitive in their efTect, and all parties, including airport 
users and the air carriers, have benefitted a 



In 1978, the year the Airline Deregulation Act was enacted by Congress, the three 
regional airports handled a total of 20. G million passengers, with ^^tional holding 
a 68% share, followed by BWI at 17% and Dulles accounting for 16% of total re- 
gional trafllc For comparative purposes only, and calculating the sum-of-squares 
number using the HerAndahl-HirschmBn Index, an analytical methodology cm- 
pbyed by the Department of Justice Antitrust Division and the Department of 
Transportation in assessing conditions of industiy competitiveness, the Index num- 
ber in 1978 for the three Washington-area airports was 6,962 (by way of reference, 
if one airport had 100% of the regional trafnc, this would yield the maximum con- 
centration index number of 10,000). Last year, calendar 1996, total regional pas- 
seiMr traffic using the three area airports had more than doubled, to 41.4 million, 
with &e following airport shares: National, 37% (16 million passengers); BWI, 32% 
(13.4 million), and Dulles, 31% (13 million), yielding a sum-of-squares of 3,369, or 
nearly a 44% decrease in total trafllc concentration since 1978, notwithstanding the 
fact congested National still managed to register an absolute increase in 1996 pas- 
senger uaffic of over 1 million annual passengers, compared with its 1978 traffic 
level. 

While admittedly a thumbnail sketch, these airport maricet share numbers clearly 
point to a dynamic, growing regbnal passenger market, where consumers are re- 
sponding to more choTces in fares and carrier service products. Bven ^ing the next 
step ana calculating the HerTindahl-Hirschman Index based on airline market 
shares at each regional airport, and comparing these results to the weighted na- 
tional average, as recently done by Saloman Brothers' Julius Maldutis, each of the 
1996 Index numbera for the three regional airports (Dulles— 3,616; BWI— 2,414; Na- 
tional — 1,718) falls below the weighted aver^ for the 60 largest U.S. airports of 
3,877. Absent eflorts to balance regional airport utilization patterns, it is fairly de- 
batable if Dulles and BWI would have been positioned with the necessary facilities, 
marketing resources, and advertising support to respond to air carrier interest In 
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serving the WaBhlnston-Baltimore maricets, therel>y yielding the pro-competiUve en- 
vironmeat Buggested by this mariiet ahares Bnabsia. 

Having invested over a quarter of a billion dollara in airport facilitiea aince ac- 
(quiring BWl in 197^ Maryland is vety proud of the recent Btrides made in [losi- 
tioning BWI aa an airport of service and convenience to Washington. It ia obvious 
coniera audi as Soulhweat, and new entrants sut^ as ProAir and Frontier, share 
our enthusiasm, and the travelling public has benefitted directly aa a consequence. 
To hi^ili^it BWTa growing importance as an airport of service to Wadiington, a 
r«cent Hcenae plate survey indicates nearly 40% of the vehicles using the Mrpor^s 
paiiting facUttiea originate in the Waahington end of the Waahington-Baltimon re- 
gion "Murbell," a 24% Increase in vehicles (hnn Washington compared to a simUnr 
•urvey conducted at BWI in the Spring of 1996. In addition, what the UJ3. Depart- 
ment of Transportation has analytically characterized as the stimulative maitei im- 
pacts of the "Southwest EITect" has expanded BWr* maritet reach deeper into areas 
of south central Pennsylvania, groater niiladelphia, Delaware, and New Jervey. 

Legislative efforts to dian^ basic operating policies at National will only aerve 
to mistrate theae on-going maricet development efforta at BWI, which are sup- 
porting and advandi^ pni^competitive US. Civil aviation policies, as declared by 
Congress in passing the 1978 Airline Deregulation Act. Maryland has placed proper 
reliance on pravisiona set forth in the "Metropolitan Washington Airports PoUcy^ of 
1981, with its stated goal to encourage fiiture growth at Dulles and BWl, and subse- 
quent proviaions memorialized by the 1986 Airports Transfer Act, including the spe- 
dlic congressional finding that BWI *. . . provides aervice to the greater Metropoli- 
tan Washington region together with the two lederally owned aiiports . . .' 

In summation, as viewed from the multiple vantage points or Maiyland oommu- 
nities adversely impacted by Washington National Iii^t operations, the traveling 
public who increasingly look to Dulles and BWI to meet their air travel needs, local 
airport operators who seek to provide environmentally prudent fadlities in meeting 
these travel demanda, and the air csrriera providing the fli^t schedule*, the oper- 
ational policiea now in elfect, to include the perimeter rule, represent a conspicuous 
public policy success. 

SECTION 4 CONFLICTS WITH PRO-COMPETmVK U.S. CIVIL AVIATION POUCY 

This bill, whi^ seeks to perfect the pro-competitive policy declarations made by 
Congress in 1978 when enacting the Airline Deregulation Act, in fact features a pro- 
vision. Section 4, which abnwates, at least for the Washington -Baltimore region, one 
of the 1978 vintage polity determinations. Sec. 102(a)(6) of the 1978 Act provides, 
in pertinent part, a public interest declaration seeking 'Xt)he encouragement of air 
service at msjor urban areas thraudi secondary or satellite airports, where con- 
sistent with re^onal airport plans of regional and local authorities, and when audi 
encoumgement is endorsed by appropriate State entities encouraging sudi service 
by air carriers whose sole responsibility in any apedTic market is to provide service 
exchirively at the secondaiy or satellite airport, and fostering an environment which 
reasonsbly enables such carriers to eatsbhsh themselves and to develop their aeo- 
ondary or satellite airport services." 

The legislative hiatoi^ of this policy declaration encoura^ng use of so-called "sec- 
ondary airpoits" at mfyor metropolitan areas, as well as contemporai^ assessnaents 
of this provision and its possible effects, typicall^r cite, among ute prime examples 
of airpMts Congress sou^t to use as pro -competitive touches eanving the UAt of 
deregulation to m^for mmceta BWI, Chicago-Midway, Oakland and NewaA. u the 
case of BWI, there is well-establiahed policy, including the 1981 Mrtnpolitan Waah- 
Ington Airports Policy, and the 1986 Airports Transfer Act, making dear the intent 
to cncourw at BWI precisely the kind of air service identified by Sec. 10a[aX6) of 
the 1978 Airline Deregulation Act. To say these develop airport development plans 
and programs have been "endorsed and encouraged' by the State of Ma^land with- 
in the meaning of Sec. 102(bX6), would represent a profound undentatement, as 
this conra«ssiona] policy declaration defines the guimng philosophy of BWTs on- 
going aiM comprdiensivc air service development pragram, which not only seeks to 
encourage Incumbent BWI air earners to augment their pattern of service, but tar- 
gets cairiars sud) as Southwest, snd new entrants such as ProAir and Frontier, in 
Krthernnce of Sec. 10a(aX6). 

Faced with the prospect of Sec. 4 of the committee draft and viewed against a 
backdrop of longstanding federal policy, wdl-estabUahed r^ionsl airport plans and 
promms, and the declaration of congressional policy seeking to encourage precisely 
the Kind of service development now on-going at BWI, Maiyland can only condudje 
it is the existing policy now guiding local operation and development of tins region's 
three air carrier airports, whidi represents the best path to continued public polity 



dbyGoQC^Ic 



Bucc«M. Enactment of Sec. 4 would tske us in a difierent direction and Maiyland 
would not support diange to polieieB which are woricing, and woiliing very well in- 

In hie 1980 Recommended Decision concluding BWl should be established aa a 
U£.-London gateway, CAB AdminiBtrative Law Judge Elias C. Rodriguei cogently 
stated BWI'h ". . . geographic location and its current and potential domestic trafBc 
network made it a very desirable point [that] . . . would exert competitive pressure 
on existing East Coast gateways, thus serving the purpose of a more competitive 
transatlantic market sought by the Act and the Board. . . . Located between the 
nation's capital and m^or port of entry of Baltimore, BWI's site is a transpoitatkin 
engineer's dream." BWl is well on its way, both domestically and internatioQally, 
to realite its potential and fulfill its dream. 

October 28. 1997. 
Hon. John McCain, 
Chairman, 
U.S. Senate. 

Dbar Hr. Chairman: The City of Alexandria and Arlington County wish to make 
our views known regarding the proposal before this Committee that would alter bow 
slots are adminiat^vd under the Hi^ Density Rule and grant exemptions to tiie 
Perimeter Rule at National Airport. 

Our experience with National Airport has taught us there wilt always be excess 
demand one to its central location at the seat of the national government. The Hi^ 
Density Rule and Perimeter Rule are traffic management tools Ihat support a com- 

elementary use pattern among the three commercial airports that serve this region, 
lational Airport, with its compact size and cross-runway configu ration, fills a spe- 
cialized role within the regional airport system, providing convenient, domestic 
short-haul service. The two other commercial airports in this metropolitan area, 
Dulles International and Baltimore Waahington International, offer excellent air 
setvicG to a broad and giuwing array of domestic and international destinations. 
Taken together, these airports provide extensive air service to the Waahington Met- 
ropolitan area and offer ample ooportunitiea for air carriers, both established and 
new, to onnqiete on price, service n-equency and mutes. 

Stability in flMtt activi^ at National Airport was a central tenet in the aoree- 
ment that tranafened control of National Airport and Dulles Airports to the JiUtro- 
politan Washington Airports Authority. 'Hte slot limits embodied in the High Den- 
sity Rule are viewed aa a contract between the federal government, the Idetropolitan 
Washington Airports Authority, and the local jurisdictions in the vicinity of National 
Airport. The Perimeter Rule also reinforces National Airport's specialized role with- 
in tne regional ainx>rt mtem. 

The Part 160 Noise Compatibility Plan for National Airport, whidi was recently 
approved by the PAA, contains noiae contours which are baaed on the mandated 
conversion to an all Stage III fleet by the end of 1999 and the continuation of the 
High Density Rule as it is currently adminiBtercd. Any increase in aircraft optir- 
atinns through the granting of exemptions or chan^ng the way slots are adminis- 
tered will work to counter the benefits resulting from the greater use of quieter, 
suae ni aircraft. 

lb protect the complementary use pattern among tho region's three airports and 
maintain an operating environment at National Airport that will offer meaningful 
noiae relief to our residents, it is imperative that the integrity of the Hi^ Density 
Rule be preserved. No dianges to current poli^ should be mside that would expand 
the total number of slots or nourly use limits and stimulate increased fli^t activity 
in the eariy evening and ni^ttiroe houra. 

In closing, with the excellent air service we eqjoy in this region, there is no com- 
pelling reason to focus additional demand on the airport with the least capacity at 
the expense of the airports with the moat capacity. As we have said in the past, 
neither the federal nor local interests would be well served by this outcome. 
Respectfully yours, 

KKRSY DONLKY, 

Mayor, City (^Alexandria. 
Ellen M. Bozman, 
Chairman, Arlington County Board. 
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Thb Chahbbr, 
RoduaUr. NY, October 29, 1997. 
Hon. John McCain, 
U.S. Smote. 
Waahinglon, DC. 

DkaR SbnaTor McCain; It was a pleasure for me to testify before your comimttee, 
yesterday, regarding airline competition and airline pridngpolides. 

Unfbrbinately, you were out of the room when Senator Ford attacked points that 
I had made, so Im sending you a copy of my letter to Congresswoman Slau^ter 
which more dearly explains what I was not alfoWGd to say. 

The fact that your committee ia even holding these hearings and lookiiig at com- 
petitive practices of these airlines is veiy encouraging to many people in our part 
of the country. 

Contrary to Senator Ford's opinion, the vast majority of our Chamber members 
would welcome limits on the profita generated by airlines serving the greater Boch- 
ester community. Since our customers are paying the ei^th hi^est airline fares 
in America, we are obviously subsidizing many otder routes (Iowa by the same air- 
Koes into more competitive mariiets. 

When these pricing policies begin to advcrHely afTect a region's economy, it is time 
for someone to look into these practices and we hope that your committee will do 
just that. 

Iliank you for allowing us to state our position. We commend you and your fellow 
committee members on what ymi are doing to look into this veiy serious problem. 
Sincerely, 

Charles M. Goodwin, 
Vict President, InlematUinal Trade & TranMportaticn. 



The Chamber, 
RocheaUr, NY. October 29, 1997. 
Hon. Louise M. SLAUcansii, 
U.S. ConpvM^onal District, 
WaahiHgicn, DC. 

Dkab Conorbsswouan SlaughtrR: rd like to thank you for arran^g to have 
(he position of the Rochester Chamber of Commerce regarding hi^ aufarea heard 
befora the McCain Committee. 

The television spot went quite well and I think that my brief testimony before the 
C<umiilttee certainly got the attention of those in attendance. Senator Ford, of Ken- 
tudcy, had a little fun with me, but he knew what we were saying . . . it's just that 
it conflicted with his position on this issue. 

Senator Ford asked me if Rochester area corporations were in favor of these "price 
controls' that 1 was suggesting. 

I began my answer by stating, "Rochester area companies are interested in psying 
fair airfarea ..." at which pomt he cut me off and demanded that I, "Answer the 

Had I been allowed to finish my response, 1 would have continued my statement 
by saying that Rodiester area companies charge fair prices for their Booos and serv- 
ices . . . and that this is obvious from our $14 tuUbn in exports which we generate. 

Senator Ford went on to answer his own question by stating that Rodieater area 
companies would obviously not favor price controls and concluded his comments bv 
saying, "Sometimes I just dont understand people from that regun . . . but w^l 
probably work out some type of compromise." 

As Senator Rockefeiler stated, his state of West Virginia was included in the 
interstate hi^wav system because even people Uving in rural Appalachia have to 
go places to pet their work done. We, in SocneBter, have to get to places, too, and 
Oie airi'ares that we're being forced to pa^ aie simply outrageous. 

Senator Rodtefeller and 1 were essentially statmg the same position ... he was 
coming from ttie *iimited service* angle, and 1 was coming from the "too hi^ a cost" 
angle. Everyone present knew what we were both saying, but it was good to have 
the opportunity to get our positions on the record. 

Aa I mentioned to Stuut Spencer, of your staff, even if this le^slation is not 

fiassed, we've publicly stated our position and 1 think that US Airways may be 
breed to take another kx>k at their fares tharged in upstate New York. 

"Die mora publkdty we give to these fities, the mora preaaura thera will be on US 
Airways to lower them. 
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IT we are able to gain any fan coneeaaiona from airliaea currently aerving our 
oonununity. or if we are able to Bttract any additional carriers to the Sodicster ares, 
then we will look back on thia testimony with great satisfaction. 

liiank you for your support on Qiis veiy important issue and let's hope that we 
get some results in the months ahead. 
Sincerely, 

CHARLEa H. Goodwin, 
Vice PretidenI, International Trade & Tran^ortation. 



IPma DusMnt and Chnnkal, Wadnuday. Odobv S19. IMT] 

Senators Hxah Air-Fare Pitch 



WASHINGTON— Congress >^esterday launched a new debate over whether to bol- 
ster airline competition by giving low-fare carriers more landing and takeoff "^kit^ 
at some of the nation's biggest airports. 

Officials from Rodieater, a hi^-fare town, and Reno, NV, home to Reno Air, a 
growing low-fare airline, were on Capitol Hill applauding a new bill by Senate Com* 
mittee. Chairman, John McCain, R-Ariz. It would really locate slots at "slot-con- 
tnlled ainwrts in New York, Chicago and Washington. 

But the legialation drew fire from major, full-fare carriers which warned that ttie 
losa of slots would force them to abandon service on the routes to dozens of small 
and midsize communities. 

The bill, introduced yesterday, would require the Secretary of Transportation to 
withdrew many slots from establiahed airlines and auction them off to (ledgUng low- 
fare airlines and n 



, _, „_ r accidents at con- 

gested airports. 

The bill also: 

■ Loosens other airport rulea blamed for suppressing competition at Washington 
and New YoA airports. 

• Sets a 90-day deadline for Uie Department of Transportation to address com- 
plaints of prodatoiy pricing by m^or carriers, "niose pushing for more sirlijie com- 
petition say large carriera Trequently drive smaller ones out of business by swamp- 
ing a competitive route with low fares. The large carriers then raise faros signifi- 
cantly. 

This legislation attempts to address barriers to competition that remain in a de- 
regulation indust^,' McCain said in opening a hearing on airline competition. 

Similar le^slation is being drafted m the House by New York Democrats Louise 
Slaughter olFaiiport and Charies Schumer of Brooklyn. 

Slauc^ter told McCain's committee that Rochester businesses and travelers are 
being gouged" bv the eigfath-hid^est faros in the country, "^ora than one carrier 
may service the Rochester area, but these airlines do not compete among themselves 
on moat routea,' ahe aaid. 

Slauditer aud ber bill will 'oncoura^" the Justice Department and the Depart- 
ment of Transportation to move aggressively against predatoiv practices. 

Charlea Goodwin, vice president of international trade ana transportation at the 
Greater Rochestw Chamber of Commerce, urged the committee to "^ake a careful 
lodt" at limiting the "outrageous profits being made" by m^jor carriers serving 
Rocbeater and rimilar cities. 

"V airlioes cannnt develop fair pricing policies which allow them to make reaaon- 
■ble profits, then maybe-the U.S. government should step in and limit the maximum 
proRts generated l^ an airline aerving a selected market,* Goodwin said. 

Hia commenta draw a rebuke from Sen. WendeU Ford, D-Ky. 

1^ come here and sur you want to limit a company'! amlity to make money ia 
an affront," Ford said. Hfou come from a business community. I don't think Kodak 
and Xerox would like wage and price controls,* 

Thomas Tait, executive director of the Nevada Commission on Tourism, aaid 
McCain's bill had "unquaUIied support* in Western states, where low-faie carriers 
like Southwest Airlines and Reno Air have had trouble establishing routes to air- 
ports in the East. 
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Rem) Air was one of Rve low-fare ftirlinea winning some of the 31 new slots the 
Deoartnwnt of Transportation has just crested at Washington National, New YoA'b 
LaGuardia and OUare in Chicago. 

EuPiRB State Dkvelopmknt, 
RocheaUr. NY, October 27. 1997. 
Mr. Charles M. Goodwin, Vux Prtddent 
The Qreater RoeheaUr Mtliv Chamber of Commerce, 
RoeheaUr, NY. OettAer27, 1997. 

Dkar Mr. Goodwin: On behalf of the Empire Stale Development— Finger Lakes 
Regional Office this is to expreas our Hupiort for Ihe Chamber's efforts to seek 
lower air fares for flij^ts inbi and out of the Kocheater area. 

It has been my experience that companies seeking to expand or relocate oper- 
attons in Rodiester have identified exorbitant air fares as a serious impediment to 
their plana. Rocheater'B poaition aa one of the leading export markets in the United 
States has been achieved in spite of air transportation costs that are dispniportian- 
ately hidter than other regions. If thia sitnation could be addressed in a positive 



vav forllodKater, it ia my opinion that companies such as Eastman Kod^, Xerox, 
jna Bansdi & Lomb — already signiricant players in the Rochester business commu- 
nity—would be much more like^ to continue and expand operationa in Rochester 



and Uw Finger Lakes Region. 

Please continue your line eflbrts on behalf of businesses in our region and know 
that we welcome any opportunity to achieve a more balanced cost atructure for air 
travel in all Western New York communitiea. 
With every good wish for continued success. 
Sincere^, 

Mahk C. Schkuerman. 

Congress of the United States, 

House of Representatives, 
Washington. DC, October 28. 1997. 
Hon. John McCain, Chairman, 

Senate ComTnittee on Comment, Science, and Tranaportation, 
Washington. DC. 

DBAS John: I regret I could not return to WashingUin. D.C. in time to testily be- 
fore your committee on the subject of improving ainine competition. This issue is 
vital to my constituents in Las Vegas and to all Nevadana. Accordingly, please place 
this letter in the hearing record. 

As a felbw Westerner, you appreciate the unique intereats of our re^n. Unlike 
the Eaat Coaat, our primary mode of inter-city maaa tranait is the airliner. TUs 
makes a healtt^ and vibrant commercial airline induatry a key component to my 
district and my atate'a economic well-being. 1 believe it is critical for the government 
to facilitate competition in the industiy. One of the beat waya lb to encourage the 
growth of so^alled "new entrants' in tne airline industry. New entiy will keep the 
mdustty in a highly innovative and competitive posture which will bring the great- 
est benefits to the airline consumer and the communities they serve. I believe your 
legulation, which ia the subject of today'a hearing, will contribute to this goal. 

Please allow me to addi^a the three mraponents of your proposal in reverse 
order. First, the proposal to put time limita on predatory pricing complaints ia a 
veiy modest attempt to deal with a very significant problem. Experience indicates 
the largest airlinea in our country oflen attempt to meet the competition offered by 
new entrant airlines by squashing the competitor. Wile we should encourage com- 
petitbn, we must ensure it is healthy competition which leaves the consumer better 
off in the long run. Your proposal certainly will do that. 

Second, with regard to the perimeter rule governing access to Washineton Na- 
tional Airport, I And it hard to oelieve such a provision exists in law today. It should 
be repealed immediately in favor of allowing the market to determine access to 
Washington's regional airporta. However, that ia not the proposal beibre us. Your 

StnposaT simply gives the Secretarv of Transportation the authority to F>nt exemp- 
ons to the law when doing so will result in substantial consumer DenMlta. It seems 
hardly d^atable to grant the SecreUry some reasonable flexibility in determining 
how a federally funded facility is used. More than adequate protections are retained 
for the residents living near the airport. As evidenced by their phenomenal growth 
^ce 1986, the days of concern about under-utilization of Washington Dullea and 
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Bsltimore Waahington airport* are over. Esdi airport is buatUng «a subuiban 
growth in the Wastungton area has increased in the last ten years. 

Finally, I wish to addresa the issue of landing ri^ta— or slota— at Chicago 
OUare, New York LaGuardia, and Weahiugton Nationiu. In a aupposedly deregu- 
lated envininment, it is difllcult for me to believe we have laws which deny aoceaa 
to the marketplace to those wishing t« compete. To the extent it can be justified 
at all, the policy ia partially justified on the basis of noise. At Laa Vegae* McCarran 
Inlemalional Airport, as the caae is in other cities with busy airports, we have noise 
problems but we are able to address noise without excluding competitors. As a re- 
sult, we have the lowest airfares in the nation. Surely, there can be adequate atten- 
tion to noise concema at these airoorts and consumer benefita for aU Americana. 

lliaiik you for your interest in tnis crucial issue. It is greatly appreciated. 
Sincerely, 

John E. Ensign, 
Member of Congreea. 



as a resident of the SW DC residential area.* As residents oi^H DC, we were horri- 
fied to learn that you are considering loosening of the Noise Abatement Procedures 
at National Airport. 

Your Committee ahould be aware of the cronic noise pniblem caused by National 
Airport that we in SW endure. The record of Dedbel readings included with tiiis 
report will give the Committee some idea of the actual noise problem National al- 
ready produces. 

RKADINQS AND METHODOLOGY 

I have taken these readings over the oast several months using a professional 
noise meter. The records include: date ana time, peak intensity readings taken out- 
aide my house in SW, the ambient noise level at the time of the readings, and the 
difference between peak intensity and ambient. 

My research haa lead me to learn that a constant Difference reading of 25-30 db 
in a residential area constitutes a serious noise problem. You will see Qiat my read- 
ings show a constant Difference of 2S-56 db. While the noise level is influenced by 
temperature, humidity, wind direction, and fli^t pattern, the consistently and 
shockingly hi^ readings should lead the Members to conclude that, if anything, 
policies to reduce the noise problem should be the focus of your attention rather that 
policies that will only increase the noise problem. In fact, the MWAA report clearly 
demonstrates that our noise problem has actually increased over the last two yeara. 

We fear that the policy being considered will not only immediately increase our 
cronic noise problem, but also that it will serve as a Trojan Horse or Foot-in-the- 
Door fbr the eventual complete repeal of Noise Abatement Procedures at National 
Airport; and with this comioK just as we are on the verge of some relief as the time 
approaches at whidi Stage fl aircraft 'theoretically" are to be replaced by quieter 
Stage III aircraft. How bitter it would be for the Committee to uae this prospect of 
some much needed and anticipated relief to justify a course of action that will inevi- 
tably make the situation worse than it is today. 

We also do not understand why some are so Hell bent on making things worse 
at National when there ia a larger, quieter, and unfertilized airport just 20 some 
miles down the road that alrea<& has nonstop flints to the West Coast. If Dulles 
Airport is less oonvenient that National, then why not build a rail line from the 
outer readies of the Metro to Dulles? Why be intent on making National traflic 
more dense, noisy, and dangerous than it already is? 

Iliank you fbr hearing our position. 

Michael K. MercALr. 



■rnie infannBtian raferred (o has been retained in the commiUee files.] 
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Mbtbopoutan Washinoton Airports AuTHORnY, 

AUxandria. VA. SepUmber 24. 1997. 
Mr. MiCEUBL K. METQALr, 
1243 4th Street. S.W., 
Washington, DC. 

Dear Mr. Mbtcalt: Thank you for your letter reqoesting monthly LDN data, or 
DNL BB the Federal Aviation Administiation prefers, for the noise monitoring site 
located at Ft. McNair. Below are three tables which present the data you requested 
for March 1995-July 1997. The "DNL Total' table shows the month^ DNL values 
for all noise monitored at the site during that month. The *DNL Aircrad" table 
shows the DNL values based determined by the noise monitoring site likely to have 
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